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Dear Partners, I’m pleased] to 

we showed the underlying power of our global portfolio of 
leading restaurant brands. With continued profitable inter¬ 
national expansion led by dynamic growth in China, combined 
with strong momentum at Taco Bell in the United States, we 
achieved 13% earnings per share growth prior to special items. 


This growth was achieved ir spite of a challenging worldwide environment which included war 
in Iraq., SARS in Asia, and a generally soft economy the first half of the year. Highlights include 
over Si billion in operating profit, over SI billion in cash from operating activities, and nearly 
$1 billion in franchise fees. In so doing, we once again achieved one of the industry's leading 
returns on Invested capital at 18%, After paying off $2.6 billion in debt the past six years, we 
now have the power of an investment-grade quality balance sheet. Given this strong performance 
and increasing ftnancsal strength, our share price dim bed 42% in 2003, and om annual return 
to shareholders is 14% since becoming a public company in 1997. 

Going forward, we are quite confident we can continue to achieve our goa^s of growing our 
earnings per share at least 10% each year. We have three powerfully unique growth opportuni¬ 
ties that differentiate us from our competition. After reading this report, I hope you'll agree 
that we are NOT YOUR ORDINARY RESTAURANT COMPANY, 

Let me explain why we think so. 

# 1. Driving Profitable GLOBAL Growth 

On the international front we have an undeniable competitive advantage and 
undeniable growth opportunity with two global brands. KFC and Pizza Hut. 
This year we set another record as we opened 1,108 new restaurants outside 
the United States. That's the third year In a row weVe opened 1 T 000 or more. 

Yum! Restaurants International is now our Fargest nod fastest growing division, generating 
S441 million In operating profit ond 22% growth in 2003. To put this in perspective, the inter¬ 
national team contributed $172 million in 1997 f excluding charges for facility actions. 

The root of this exerting growth stems from the competitive advantage of the tremendous 
infrastructure we already have in place. Today, we have strong local teams around the world, 
operate in over 100 countries with established supply chains, and have nearly §00 interna¬ 
tional franchisees. 
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Were continuing to 

focus our internationa 

company operations 
investment In Seven 

countries. 



We thank our friends from PepsiCo who invested billions of dollars to establish the gjobai network 
we inherited for both KFC and Pizza Hut. The happy reality fs that it would take years of investment 
for any of our competitors to reach our size and scale fwrth the obvious exception of McDonald’s, 
which already makes $1.6 billion outside the U.S., demonstrating the size of the prize). 

Our plan is to leverage our big, scale markets. We have 11 countries and franchise business units 
that have almost 500 restaurants or more. We're continuing to focus our international company 
operations investment in seven of these countries that account for over 70% of our International 
operating profit. Our franchise and Joint venture partners are driving system growth by opening more 
than 70% of our new international restaurants. Importantly, our franchisees are using their capital, 
not ours, to grow their business since we strategically elected not to invest in our franchisees' real 
estate, like some other franchisors do. We love the high return franchise business I 



THg Uris-ud Kingdom, one oi gui- 
My hign-grtmth matMIs, accounted 
Far 597 million In opetalim* profit in 
2&D3. 


The silver bullet in our portfolio has to be China. What a business and what an incredible 
opportunity! KFC and Pizza Hut already have 1,000 and 17.0 restaurants in China, respec¬ 
tively. We have a senior tenured team that has worked together for over ten years, budding 
the business from scratch to where we now make $157 million In operating profit, up 42% 
versus a year ago. 


in addluon, we have the unique advantage of owning our own food attribution system that 
gives us coverage In every major Chinese province and access to almost the entire 1.3 billion 
population. We also have one of the largest real estate teams of any retailer In the world that 
opened up 270 new restaurants in 2003. Our China operations are also best in class, with a 
highly educated workforce (64% of the restaurant general managers have at least a college 
education, the rest are plain smart!). We estimate there are 450 million urban customers who 
can afford our food In the fastest growing economy in the world. KFC is already the Chinese 
customers' favorite brand and Pizza Hut is the number one casual dining chain. We just opened 
a Taco Bell Grande dine-in format that is off to a great start. The Chinese love our food and 
we love China, i’ve said It before and 111 say It again, there is no doubt in my mind that one 
clay we wr!l have more restaurants in China than we do in the U.3. 
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We are now 




veloper of new 


restaurants. We’ve created the equivalent of a new 
division in China, which recently opened its 1,000th 


KFC and made $157MM in 2003. 
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It-i £*1<1 Chci- sHsrUBS up wniB DF tho 
n^w mnnu Hants Iff | hi.: world '& 
iLrst Piira Hut Plus, wftlch opened 
in Seoul !turinj» 2003 
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re-stau rant foal tires a whtc ^artety 
at Eippnfacersj -.illads p;iiS.> and 
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The biggest short-term international challenge we face is turning around our Mexico business, 
We have nearly 5GG restaurants In Mexico Lhat only made in total about $10 million in 7003, 
which \s well below expectations. The good news is we have a talented team working hard to turn 
around same-store sales in this tough macro environment. In the meantime, we have temporarily 
pulled back on new Mexico development while we rebuild our existing business. We have so 
many profitable growth opportunities in other countries that we can turn off the capital faucet in 
a country, like Mexico, when we have a significant downturn and readily redeploy that capital in 
other markets. We want to continue tc add at least 1,000 international new units each year AND 
we want to do it profitably. Consider this: excluding China, we only have 6,000 KFCs and 4,000 
Pizza Huts compared to the 16,000 units McDonald’s has In international markets outside of 
Chir vV th this kind J epporh. ily. w< believe - \\r. wo e.i • coi tinun o urol tably grow at our 
1.000+ new unit pace for many years without being heroic or foolishly chasing numbers. 

Our most significant longer term challenge is developing new markets... getting tn scale in 
Continental! Europe, Brazil and India, This is tough sledding because building consumer aware¬ 
ness and acceptance takes time. It also takes time to build local operating capability. Our 
approach is to be patient and ever mindful of our overall profitability and returns. The promise 
is obvious. 

Hejfi are key measures for international: 15% operating profit growth per year, at least 7% system 
sales growth before foreign currency conversion., 1,000+ new units outside the U.5. and 20% 
return on invested capital. 

tn the Its. , Taco Bell is now the second most profitable QSR brand and Just celebrated hitting 
the $1 million mark for average unit volumes. In 2003. company same-store sales were up 2% 
or 1 lop of 7% growth the previous year. 

This result is coming from steadily improving operations and exceptional marketing. Taco Bel? 
is now ranked #2 in QSR Magazines Annual Study for overall drive-thru service. And Taco Bell's 
“Think Outside the Burr" advertising campaign and strong new product pipeline is among the 
best in the Industry, 

Our biggest disappointment in the U.S. this year was negative 1% and negative 2% company 
sarne-store sales growth at Pizza Hut and KFC, respectively, However, 2003 was a year of steady 
progress at Pizza Hut as the brand showed positive same-store sales growth seven of the last 
eight periods in 2003. Most importantly, the Pizza Hut team laid a strong growth foundation 
for this year and beyond. The brand was repositioned to target the heart of the pizza category 
focusing on the family and the primary decision maker, Mom, 






We are the leader in the chicken, pizza, seafood & 

Mexican quick service categories. 


A new advertising campaign, "Gather 'Round the Good Stuff T was launched and is gaining 
traction with customers. The new product pipeline has t>eer> rebuilt with a record number of 
product and concept tests, 

Pizza Hut is also steadily improving its operations and is the first one of our brands to achieve 
team member turnover of less than 100% for the fuh year... 99.5% to be exact (the industry 
average is nearly 200%). 


While KFC is incredibly strong Internationa fiy, l is clearly our biggest challenge in the U.S. We 
are, however, confident the new management team we put in place is taking the right actions 
to turn the brand around. 


We plan a major relaunch of KFC in the second half of 2004* featuring a new menu board that 
features a roasted line of new products and everyday value meals. We are also emphasizing 
the fact that our chicken is brought to our restaurants fresh, not frozen, every day. 

Just as importantly for KFC. we are making steady progress in speed of service as we roll out 
the same drive-thru program that worked so effectively for Taco Bell. One big advantage we 
have is the ability to spread our best practices. 

Key measures in the U.S.,; At least 7% operating profit growth per year and at least 1-2% 
same-store sales growth. 

#2. Multibranding Great Brands 



Our goal is to be the best in the world at providing branded restaurant choice. 
We have category-leading brands that are highly successful on a stand-alone 
basis. As a result, we are structured with fully staffed marketing and operating 
teams who wake up every single day focused on driving each brand's differen¬ 
tiation, relevance and energy. Given the power of these individual brands, we 
have the opportunity to literally change the quick service restaurant industry 
as you know it today by offering two of our great brands in the same restau¬ 
rant... we call this strategy multibranding. 


Multibranding gives us the competitive advantage of branded variety, It is already a big business 
for Yum I, accounting for 12% of our U.S. traditional restaurant base and generating almost 
Si 185 million in U S. company store profits and franchise fees. Our learnings this year make 


With the atqufe&IUon oH ABW and 
Lunj.; Jchhn 5 I v€? r 5 in ZtiG2. we tripled 
tisif miHtibmnd iMstenLlal \n tlie U.5 
No one et!** has owr brand po r tlo!fcD 
power. 






is potentially the biggest sales and profit driver in the 
restaurant industry since the drive-thru window. 



us more confident than ever that multibranding is potentially the biggest sales and profit driver 
n the restaurant industry since the introduction of ihe drive-thru window. 

We started with combinations of KFC/Taco Boll and Taco Bell/Pizza Hut Express, We learned thai 
we were able to add significant incremental average sales per unit_ dramatically improving our 
unit cash flows. Our franchisees then pioneered multibrand combinations of KFC and Taco Bell 
with Long John Stivers, the country's leading seafood restaurant, and A&W All American Food, 
which offers pure-beef hamburgers and hot dogs along with Its signature Pool Beer Float. Based 
on outstanding customer feedback and results, we acquired Long John Sliver's and A&W in 
2002, With this acquisition we tripled our multibranding potential in the LLS, 

We can now open high return new restaurants in trade areas that used to be too expensive or 
did not have enough population density to allow us to go to market with one brand. With multi¬ 
branding, we believe we can take both KFC arid Taco Bell to 8,000 units In the U.S. compared 
to the over 5 r G0Q each we have today As we expand, we expect to take volumes to an average 
of at least Sl.l million per restaurant. 

One of the most exciting learnings we had in 2003, is that Long John Silver's is performing 
even better than expected...we call it our hidden jewel. That's because there is no national 
fish competitor in the QSR industry and consequently there is pent-up consumer demand for 
seafood. In addition to outstanding sales results with KFC and Taco Bell, we have created a 
Long John Silver's/A&W combination that allows us to expand into "home-run" trade areas 
where we know demand is high and KFC and Taco Bell are already there. The results have led 
us to a "fish first" strategy with the goal of making Long John Silver’s a national brand. 



I’m also pleased to report that w-c- have created on our own a new multibrand concept called 
Wing-Street, whrch is a tasty line of flavored bone-m and bone-out chicken wings. We believe that 
WTngStreet can be an ideal mufti brand partner for Pizza Hut's delivery service. Initial customer 
response is promising. We also acquired Pasta Bravo, a California fast casual chain with an 
outstanding line of pastas at great value, to be a partner brand with Pizza Huts traditional 
tflne-ln restaurants. Franchise testing is underway. We are confident multi branding will be every 
bit as successful at Pizza Hut as it has been for our other brands. 

in last year's report, \ stated that the biggest multibranding challenge is building the operating 
capability to successfully run these restaurants. That's still a fact. With branded variety comes 
complexity. However, we have structured and invested to drive execution and it’s paying off. 
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m is a 



i! attitude. 


culture and mindset 100% of the time. 


ff we re achieving 

100% CHAMPS with a 

Yes! attitude, we re giving 
our customers the experience 
hey deserve and expeq 


integration arid systems., value engineered au facilities., developed WOW building designs 
ynd most importantly, improved people capability. While execution still remains our number 
one challenge, we are getting better and better. Improved margins and customer measures 
are evidence. Further proof in the pudding is that 50% of our multibranding units are being 
opened by franchisees who are putting their own hard-earned money into the game because 
they believe that the payout is there 

Again, this mule branding opportunity is unique to Yum' We clearly have first mover advantage. 
No one else has ou f brand portfolio power, plus our operational learn ngs put us we!' ahead 
of the pack. 

M uitihraiitUng key measure* 500*4 U& lit ■>-=■?- I ir ■■is jer y . n > - a -'Uhl r . I ! ■ ■; r 
internal rates of return. 



#3. Running Great Restaurants 

While we have pockets of excellence around the globe, our customers ore 
telling us we could only give ourselves a “C" or mediocre grade In operations 
execution. We’re making progress as we’ve climbed from the bottom to the 
middle of the pack versus competition, but mediocrity is miserable from our 
point of view. The bright side is we now have the key processes in place that 
are necessary to be a great restaurant operating company. We have standard¬ 
ized and are now implementing our best operating practices around the world; 
Customer IVtanla Training, CHAMPS (which measures operational basics like 
Cleanliness. Hospitality. Accuracy, Maintenance, Product Quality and Speed), 
Balanced Scorecard, CHAMPS Excellence Review and Bench Planning, The 
key now Is to execute these tools that we know work with urgency. 


As wts do, we are fixated on two key measures that reflect the kind of consistency we want to 
drive across Yiiml Brands: 

1) SAME-STORE SALES GROWTH IN EVERY STORE. 

2) 100% CHAMPS WITH A YES! ATTITUDE IN EVERY STORE, 

Why fire these two measures so ini pot t ant? if we are drying same-store sales growth, we 
are doing a belter job of satisfying more customers, If we are achieving 100% CHAMPS with a 
Yes! attitude, we are giving our customers she basic experience they deserve and expect. Of 
course, the opposite is true when we don't. 
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We are anything but your ordinary restaurant company. 




Our goal 1$ to be the 
best restaurant operator 
n our industry. 



r 

v 



Dnvlri C. Niwak 

OWrman ctiitF 

Executive Otlfjcei 
¥um r brands, Ire, 


We obviously have a major opportunity to Improve- For example, at Taco Bel! where we had 
our best U.S. company same-store sales growth of +2% in 2003, only 66% of our restaurants 
had sales growth and only 42% of the CHAMPS scores reached 100%, We have uneven perfor¬ 
mance like this at every brand in almost every country in the world. This only shows us how 
much upside we have- to grow by Running Great Resta u rants - 

We are striving to train B4G P G0G team members across our system once a quarter on how 
to be Customer Maniacs. We began this training this year and turnover is down, complaints 
are down, and compliments are up. CHAMPS scores are Improving, We're making progress 
but we know we can and must get better. Our goal is to be the best restaurant operator in 
our industry. 

As we march ahead, our entire organization 3s focused on building what we call the Yum! 
Dynasty, driving consistent results year after year ? which is a trademark of truly great compa¬ 
nies and rising shareholder value. On the next page you can see the roadmap we've laid out 
for dynasty-like performance, along with some of my handwritten comments I always include 
in my New Year's letter to our restaurant teams. 


What you can’t see in our numbers, but I hope you can get a sense of in this report, is the power 
of the worldwide culture we are building. Its a high energy, people capability first, customer 
man a culture that is centered on spirited recognition that drives performance. If you talk to 
our people, you’d hear a universal conviction that the culture we are building is our true secret 
weapon, Tm confident we will execuie our unique strategies because our outstanding people 
and our tremendous franchisees are galvanized around building our business the right way. 


EHClUng product are cmiistantSy 
coding through the pipnll-nn ut tuml'a 
Individual brands. On*; Hath product 
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deUvnrlng the dynamic contrast of o 
crunchy toco T-hcill 'irslrin a warm, soft 
Carrilt-i flaltothd held tagetiftet with a 
motto d ftirtJfl-thfrese blend. 



In particular. I especial.y want to thank the Restaurant General Managers who have driven their 
same-store sales and achieved 100% CHAMPS scores. You are our number one leaders for a 
reason. Only RGMs can build the team of Customer Maniacs that can satisfy our customers. 
I appreciate your daily focus to deliver 100% CHAMPS every shift and your passion to build a 
team of 100% Customer Maniacs. I tell everyone the basic truth of our business; "Show me a 
great RGM and l a ll show you a great restaurant." That's because customers see the difference 
in the service and we see the difference in our profits. 

I'd afso i'ke to thank our dedicated Board of Directors, especially Ron Daniel; ana John Weinberg 
who retired this year, for their contributions and passion for helping us buiid dynasty-like 
performance. 

We have the power of Yum! and a great future. I hope you agree we are anything but your 
ordinary restaurant company. 

YUM! TO YOU! 

QjOflrl 

David C, Novak 

Chairman and Chief Executive Officer 
YumL Brands. Inc. 



Dynasty Model 


fOO 1 .Customer /VlaniaC S / 
act as ONE SYSTEM to put a YUM 
on customer's faces around the world _ 

fire ycu b*t U*ny Cwto/e+er ^5wr/i f 


People Capab^Affy First, 
satisfied c^tomers an 
profitability follp*^ 


tit 

6% Store 

too % tfHmfs 


i. Be a Customer Maniac 


2 . Know and Drive the Business 
3* BulSfan^ff^n Teams 


Be^heJ>est at providing customers branded restaurant choice 

multibranding great brands 




Our HWWT Leadership Princip les 


Yum/ 


Our Formula for 


How We Lead 


r Drive ^ 
explosive global 
expansion 


Convert 
cash How into 
high value 


How We Work Together 




Our Franchise Partnership Pact 

IfrCustbmeri:*U»yX* &&, Comply iftmcAts* Mmom! 


























We believe that no other restaurant company lias the Kind 
of opportunity that we do outside of tho United States, We 
continue to focus our international company operations 
Investment in seven key countries that account for over 70% 
oF our international operating profit. Each of these markets is 
well; established with powerful brands, powerful local teams 
and even more powerful growth potential. Our franchise and 
joint venture partners are driving system growth by opening 
more than 70% of our new International restaurants. They 
are using their capital, not ours, because they also see the 
tremendous growth potential of our global brands. 

With over 12.000 units In over 100 countries and territories 
generating 22% operating profit growth, rtis easy to see why 
our international business truly is a global powerhouse. 


M I'm very pleased that our interna 
I ^B tionaf business continues to set 

I' new records in terms of revenues, 

P H operating profits and new unit 
Pp. development. In 2003. we achieved 

™ $2.7 billion in revenues, operating 

1 profits of S441 -mElltan and return 
on Invested capital of 20%. 

What's more. Yum! Restaurants International is a growth 
engine. WeVe added more than 1*000 new international 
restaurants a year over the past three years, including 
1,100 now international restaurant openings in 2003, our 
best year yet. We've achieved this growth while more than 
doubling our operating profits since Yum! Brands became 
a public company In 1007. 


Ptete Bass*. Chijifrrtan, Yuml Restaurants lirtawaLlonai 



iim! Restaurants International 

to be our Growth Engine! 


Operating Profits (In dollars) 


Aasiratia/New Zealand 

$44MM 


UK 

$97 RIM 


South Korea 
333MM 


China 

$157MM 







China continues to be our Rising Star, driving double- 

digit sales growth for the fifth consecutive year and 
record operating profit up over 42% in 2003. 



Since opening the first KFC restaurant in Beijing in 1987, China continues to be the rising star of our international business. 

In 2003, we celebrated the opening of our X20th Pizaa Hut restaurant and recently, the opening of our 1,000th KFC— and we 
continue to add over 200 restaurants a year. MFC is the leading restaurant brand in China and is widening the gap between 
our nearest competitor. In fact, a J.Q. Powers survey two years ago rated KFC as the leading brand in any category—among 
every company doing business In China! And we re proud Pizza Hut also has become the leader in the casual dining category. 
We also opened our first Taco Sell Grande restaurant in 2003. Introducing the Chinese people to the great taste of Mexican 
food! All of this progress, and we aren't even close to reaching our full potential there. There's no doubt in our mind that 
China is going to be a global economic powerhouse for the longer term. In fact, we want to be the dominant Quick Service 
Restaurant leader In every major category In China, and we have the infrastructure and the leaders to make sure that our 
star continues to rise! 
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2003 was another soiid year for Taco BePI-— 
filled with terrific products and results. Our 
Customer Mania culture hefped drite company 
same-store sales growth of 2 % — and for the 
Tj#%,CO first time — our system average unit volume 

BELL exceeded Si.000.000, 

Mexican-inspired products like our delicious tacos r filling 
b unit os. signature q ues ad i I las, and Innovative Border Bowls* 
had customers coming bock for that “Taco Beil taste" you can't 
get anywhere else. And 2004 promises some great specialty 
items as part of our new Brg Bell Value Menu. 

The Taco Bell team is also delighting our customers with 
a more consistent, satisfying experience every time they 
visit — and we re seeing particular progress during Late Night. 
We re proud of the fact that QBR Magazine rated us second 
in the overall drive-thru experience in their 2003 Drive-Thru 
Survey. And even our internal operations measurement—or 


CHAMPS performance—tolls us that weTe on the right track 
and providing a more consistent customer experience. 

Wo r re thrilled to see our customer compliments up 59;i. over 
last year—and our employees are telling us they're more satis¬ 
fied as well! In fact, wc'ro proud our team member turnover is 
down to 107% In 2003 from 221% in 2001. 

I hope you'll agree weVe made solid progress this year, but 
wo believe many opportunities remain—and we're committed 
to even better results in 2004. It's our passion around People 
Capa bi I It y, 0 pe rat j one Ex e e I lance. 

Innovative Products and Marketing, 
that will entice more and more hungry 
customers to Th/rrfc Outside the Bun! 

£ji$(Lu. 

Emil BroUck 

Freedom end ONcf Concept Officer, T«S Ball 












Despite- a challenging environment in 
2003 r Pizza Hut made steady progress 
In the second half of the year by growing 
company same-store sales in seven of 
the last eight periods. This was due. In 
large part, to the success of a brand new 
and exciting marketing campaign that 
invites our customers to "Gather 'Round 
the Good StufTV 

Our new advertising, products and promotions reinforce that 
were the ftmiUy pizza company for nearly 50 million Pizza Hut 
customers each week. In 2003. we Introduced family-friendly 
products like our flrst-to-market,. lower fat Fit 'N Delicious" 
pizzas. And we launched some family focused promotions* like 
□ur DVD offer with every pizza purchase at menu price.,, giving 
our customers another fun way to gather around our delicious 
pizzas. Wo also tested a range of new products that well take 



to market In 2004 r like the recent 6y launched 4 For Ail pizza, 
offering four separate pizzas in one box. 

I'm also proud Pizza Hut achieved the lowest team member 
turnover in the industry* at 99.6%, Our leaders have made great 
strides in delivering iOCHi CHAMPS with a Ycsl attitude to each 
of our customers, and the results are not going unnoticed, In fact, 
customers in the 2003 Customer Satisfaction report from the 
University of Michigan rated Pizza Hut 7 % better than in 2002. 
We're going to keep working hard to convince more and more 
customers to Gather ' Round the Good 
Slur"* with Pizza Hut pizzas. 


P*t«f Hear! 

Pfcyidant and Clwf Concept Officer, Pizza Hui 
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20©3 was a challenging year tor KFC r Early 
in the year wo had some success with Honey 
BBQ Boneless Wings, which drove same- 
store safes by 6 ^ 1 . however our sales for the 
balance of the year declined. After listening 
to the votee of our customers, we have Eden- 
titled the critical issues that have caused our customers to visit 
us loss frequently. Simply put, our customers told us we need to 
be more Re!evant p and more Reliable, We re going to respond by 
wording hard to rebuild that trust, end re-earn customer loyalty. 
We have a plan in place for a fresh, exciting KFC, one that our 
customers will consider Relevant and Reliable. We began that 
journey toward the end of the year by Introducing ads that Invite 
our customers to KFC What's Cookin', which got people talking 
about our unbeatable fried chicken. We then were named as 
one of the top 10 fastest drive-thru restaurants In America by 
QSR Magazine, a major win on the operations front. Building 


on this momentum, In 2004 we wFli be introducing new, deli¬ 
cious iion-frled products, outstanding value meals, better-run 
restaurants, new menu boards and Improved product packaging. 
And we’re not going to stop there...-YouII see a whole new 
advertising campaign that will remFnd our customers that our 
fried chicken Is kitchen-fresh, And one of America's hottest 
race car drivers. Dale Earn hard! Jr.. will be behind the wheel 
of the now KFO car. convincing out customers to rush to KFC 
this summer for our Finger lickin' Good Med chicken. 

As you can see, here’s a lot Cookin’ 
a! KFC, 

Gregg Oeefrfck 

President ami Ciller Concept Offloor. KFC 
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SwfTs Up. Long John Silver's Is the clear 
loader in quick-service seafood, with a 
commanding 35% category share. Wo 
plan to cNVe In to even bigger growth 
through multibranding. which will make 
us a true national powerhouse. 

We drove our U.S, company same^store sales growth 3% in £003 
anti will he the key multibrand partner for the other Yum! brands 
going forward. In fact. Long John Silver's will be the multibrand 
partner in about; one half of the 500 multibrand additions which 
we expect will open in 2004. This “Fish First” strategy gives 
us a lot of new opportunities for future growth P 

In 2003, our Fish and Shrimp Treasure Chest Family Meal 
was a huge suecess, Increasing safes 
of our family meaFs by 22%. We also 
set an aN-tlme weekly sales record 
for the lenten season — 517,000 per 
restaurant—the highest weekly sales 
Fn our brand s hi story l An d we made It 
easier to eat cur shrimp on the go with 
our new Bucket of Crunchy Shrimp 


IWCjohN 

jilVERS 


promotion, Wo're proud of our heritage of offering signature 
batter-dipped products to millions of sea rood lovers for nearly 
35 years. With multibranding, the Surf’s Upi to create shrimp 
ami seafood excitement in the years ahead. 

A&W All American Food has been offering 
our signature frosty root beer floats. 100% 
pure beef hamburgers, French fries, anion 
All America# Foot rings and Chill dogs for nearly 85 years. 
When you're the longest-running quick service restaurant chain 
in the country, folks have lots of fond memories of A&W. Today, 
as a muftibranding growth partner, we offer our delicious food 
as 'Hometown American Favorites Made Fun" We're capital 
telngon our nostalgia by inviting our customers to come In and 
ring our boll every time our teammates deliver on our Customer 
Mania Promise, And if you haven't tasted one of our frosty root 
beer floats lately, drop by your hometown A&W to rediscover 
Flow sweet it can be! 




Stev* Q?tvfe 

PrestdHit and Chief Executive Officer, Long; Jctin Sliver a, iitc. nnd 
CWtff Executive Officer, A&W Restaurants. Inc. 
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Multibranding gives us the competitive 
advantage of branded variety. We want to be the 
best in the world at providing customers branded 
restaurant choice and convenience. 



Multibranding, combining one or 
more brands in the same restau* 
rant, is the biggest innovation In the 
Quick Service Restaurant industry 
since the advent of the drive-thru 
window. And our customers told us loud 
and dear that we can break away from the 
pack by offering two of our great brands in 
the same restaurant. 

Since opening our first multibrand restaurant jn 
1992. this successful concept has now grown to 
more than 2.100 multibrand units In the U.S. today, or 
12 % of the system, accounting For almost 14% of our profits 
with higher average unit volumes and higher cash fEows than stand- 
atone units. To show you how serious wo are about this concept, wo and 
our franchisees plan to build, convert or rebuild another 500 restaurants In 
2004 with the potential for over 10,000 stores In the years to come. 

One reason for the strong growth potent Id is that this concept enables us to build in trade areas 
that could not support fust a single brand. And. when you add a new concept to an existing restaurant, 
operators get Increased safes from the new concepts while strengthening the base business too. That's why out multibrand 
company stores are generating between &L2 to $1.3 million in average unit volumes. In 2003. multibranding was responsible 
for $1B5 million in profit and fees and we expect to double that--to S40G million—by 2006. So as you can see, when we 
give our customers more branded choice and convenience, they come back to the great taste of Yum! more often! 
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We think we have the 

most talented Customer Maniacs 
in the industry. Meet seme of theml 
Fop, Jeft tQ right: Van Hang, Ramona Macias 
Middle: Route Padot, Jeff Stricklin, 
Brenda Letterei Bottom; Mitch McCulloch 
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Our formula for success is simple: put people capability 
first. When we do that, well satisfy our customers 
better than anyone and generate more profits. 



Cleanline 


Hospitality 


Around the globe, Building People Capability means we re driving our Customer Mania culture deep 
to our restaurant teams and operating systems through signature 

program ol Customer Mania training and employee recognition- Everything we do — from hiring 
and training, to developing and retaining our leaders—is done with one purpose In mind; he the 
best at satisfying our customers bettor than anyone else. On these two pages, please meet some 
of the very best Customer Maniacs tfl the world! 


Sparkle. That's what Roxie Fedots restaurant does. With 2B perfect 100% CHAMPS 
scores in a row, this 22-year veteran knows how to run gnat restaurants. During Iter career that t nne e^rin.n 
started as a cashier. Roxie has developed a real Customer Mania focus for keeping her customers t;h»r PrapH- nmnp 
happy and her store clean She drives that home to her team with three-ttmes^adey CHAMPS vumi Bmmfr. int 
Alert checks. She agrees with the Colonel, "If you have time to lean, you have time to clean." 
floxfe Patter, Restaurant General Manager. KFC. A/S Associates franchisee 


"Come on ln r we re family hero." It's easy to see PGM Brenda Lederer's approach to 
her customers and team when they're in her restaurant. This 16-year veteran sees the people in her 
restaurant as more than an order — they me hot friends. With a near perfect score on her CHAMPS 
review and a 4% same-store sates Increase in 2003, you can tell that this Customer Maniac loves 
being in her restaurant. Brenda Lederer. Restaurant General Manager A&W AH American Food, 
Larry BJafiiey franchisee 


; Ji;V;- Accuracy Is a team effort," says PGM Ramona Macias, "Everyone has to get it rights 
That's why Ramona uses her Customer Mania training to keep her team focused on their individual 
roles In satisfying customers. She rewards team members with lots of praise and everyone in her 
restaurant—from cooks to cashiers — Is cross-trained so they can till a void at a moment's notice. 
With an overall CHAMPS score of 93v., and safes up nearly 6% in 2003. you can see it's a true team 
effort. Ramona Macias. Restaurant General Manager, long John Silver’s 


LrmnMRiHJ RGM Mitch McCulloch knows that well-maintained equipment means delicious 
pizzas every time. And to prove ft< Mitch and his team have been driving strong, double-digit sales 
growth In 2003. He says the perfect scorns his restaurant repeatedly earns on Maintenance are 
a direct result of keeping everybody in the restaurant involved. Mitch posts a checklist that moni¬ 
tors not ]ust the food supply but also keeps track of the equipment. That's how he and his team 
repeatedly put smiles on their customers' faces! MRcft JlfcCvritoch. Restaurant General Manager. 
Pfeza Hut. High Pfafns Pizza franchisee 


“Vumr PGM Jeff Stricklin's customers say that again and again. It must be why 
Jeff's same-store sales wore up an incredible 2G% in 2003- He and his Taco Bell team recorded 
16 perfect consecutive 100% CHAMPS scores in a row—and he's still going! That's over a year of 
satisfying customers with delicious food in a great environment. In just two short years, Jeff has 
turned his Taco Bell Into one of the top performers In the country. How did he do It? By driving a 
passionate Customer Mania culture and placing a strong emphasis on delicious product — every 
time! Juft Stricklin, Restaurant General Manager. Tacn BeH 


Don't blink. Because PGM Van Hang makes things happen In hta restaurant—fast. 
Among the top 2% of all Fteta Hut operators, Van closed nut 2003 with same-store sales up 4% 
and an nvemll CHAMPS score of 33%, Van's restaurant can be a very busy place, and he credits 
the Intensity of his team —many who J ve been there for 10-14 years—In keeping things running 
smooth and fast- How, there are some dedicated Customer Maniacs! Van Hang. Restaurant General 
Manager. Rtera Hut 
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Running Great Restaurants 


100% CHAMPS with a Yes! and 
Same-Store Sales Growth in Every Store 



Ayl wliS 11. Lewis 

Frssidtiiil, Chinl Mnl:«ljr 


At VumI Brands weYe building an operating culture of 840,000 Customer Maniacs with 
one purpose: satisfying qur customers better than any other restaurant company The 

true power of Running Greai Restaurants is in giving a trustee customer experience—each 
and every time. To do that, we must live and breathe 100% CHAMPS with a Yes! attitude. 
When you are a customer in our restaurants, we want you to receive every letter of 
CHAMPS: Cleanliness, Hospitality, Accuracy, Maintenance, Product Quality and Speed. 
If we miss one of the letters, your service isn’t as good as it should be. 

This is the beginning of our fourth year of utilizing our operational framework, and we 
are beginning our third year of customer and sales mania training each quarter in every 
restaurant. Our Chief Operating Officers are fully vested in driving our operational culture 
deep into each of our companies. We recognize that it is our daily leadership intentions 
around the basics that will allow us to achieve the Run Great Restaurant vision. 


I’m proud of the progress we made in 2003: Our CHAMPS scores are increasing and our 
customer complaints are down. Our external measures are beginning to improve and it 
also shows in our people. Our turnover rates are among the- lowest in the industry and 
we are more confident than ever that a stable environment ,s so important to continue 
to drive our Run Great Restaurant mission around the globe. 


While we still have work to do to fulfill our vision of being the best restaurant opera¬ 
tors in the industry, our path to greatness is very clear. Hire, train and promote only 
Customer Maniacs. Execute the basics with passion and urgency. Lead and coach each 
restaurant in a one-system fashion as if it were our only one. We know that when we 
execute 100% CHAMPS with a Yes! attitude, our people become an unstoppable force 
for growing the business 



CaWt^ 


Aylwin B. Lewis 

President, Chief Multi branding and Operating Officer 
Yum! Brands, Inc. 


Customer faatila delivering 

l.ori - CHAMPS With n Yoel 
cwry f&iy. It's tfre smile op our iace 
flftd lists smlie uiit valee. IL 5 putting 
(hu cu^ScinH’ir first m ever^iJiln^ wo tfo. 
Wheft wo Hu that, cup people baewne 
an iirj&tappnhlo force lor gh&wing thfl 
buslnesfl.. 









Yum! At-a-glance 


U.S. Safes by Daypart U.S. Sales by Distribution Channel 



Dinner 64% -Lunch 21% DlfreQut72% 

Snacks/Breakfast 9% Dine Jn 2£t% 



Dinner 43% Lunch 45% Dine Out 73% 

■ Snacks/Breaking 12% * Dine In 27% 


L°NC )ohN 
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Dinner 54% Lunch 40% Dine Out S&% 

* Snacks/Breakfast 8% Dine In 42% 



All American Foot* 




Dmner 27% Lunch 49% 
Snacks/Breakfast 24% 


Dine Out 43% 

Dine In 97% 


Source: Creel 





























Global Facts 


Worldwide Sales 

(in billions) 


2003 

2002 

2001 

2000 

1999 

5-year 

growth 

United Stales 

KFC 

Company safes 

$ 1-4 

$ 1.4 

$ 1.4 

$ 1.4 

$ 1.5 

0%) 


Franchisee sales*- 

3.5 

3.4 

3.3 

3.0 

2.8 

7% 

Piira Hut 

Com nary sales 

S 1,6 

$ 1 5 

3 1.5 

$ 1.8 

$ 2.1 

(8%j 


franchisee sales'* 1 

3,5 

3.6 

3.5 

3.2 

2.9 

8% 

Taco Bell 

Company sales 

$ 1.6 

3 1.6 

$ 1.4 

3 1.4 

$ 1.6 

(5%) 


Franchisor sales 1 - 

3.8 

3.6 

3.5 

3.7 

3.6 

4% 

Long John Silver's^ 

Company sa*os 

$ 0.5 

$ 0.3 




NM 


Franchisee safes'' 1 

0.3 

0.2 




NM 

ASM*' 

Company sales 

$ — 

$ — 




NM 


Franchisee sales' 

0-2 

0.2 




NM 

Total U.S. 

Company sales 

$ 5.1 

s 4.a 

$ 4.3 

$ 4.6 

% 5.2 

(5%) 


Franchisee sales 11 

11.3 

11.0 

10.3 

9.9 

9.3 

6% 

International 

KFC 

Company safes 

$ 1.7 

$ 1.5 

i i.2 

* 1.1 

$ 1.1 

8% 


Franchisee sales 5 ' 

4.6 

3,9 

3.8 

3.9 

3.3 

10% 

Pizza Hut 

Company sales 

5 06 

$ 0.6 

* 0.6 

$ 0.6 

$ 0.7 

{i» 


Franchisee sales-" 

2 A 

2.2 

2.0 

2.0 

1.9 

6% 

Taco Beil 

Company sales 

$ — 

$ — 

$ — 

% - 

$ ~ 

NM 


Franchisee sales 1 

0-1 

0.2 

0.1 

0.1 

0.1 

3% 

Long John Silver's 

Company sates 

$ — 

$ - 




NM 


Franchisee sates' 

— 

— 




NM 

A &W® 

Company sales 

$ — 

5 - 




NM 


Franchisee sales - 

0.1 

- 




NM 

Total International 

Company sales 

S 2.3 

$ 2 1 

$ 1.8 

$ 1.7 

$ 1.8 

5% 


Franchisee sales' 

7-2 

6,3 

5.9 

6.0 

5.5 

8% 

Worldwide 


Company sales 

$ 7.4 

$ 6.9 

$ 6.1, 

$ 6.3 

$ 7.0 

(3%) 


Franchisee sales ' 1 

IS 5 

17.3 

16.2 

15.9 

14.8 

7% 


fa) Co'npnunded annuel growi h r^Het LoLais for U.5.. intirfialJOfjal and Worldwide exclude tro impact of Long Icfm Silver’s and AdiW, 

(b) Fron-'hisaa seiei r*pn?$#r s me comthned eatiinated soles of ..^-consolidated affiliate and frainchise and license restaurants. Franchisee sales, which are not included in our 
Camppriy sales ftBiwraL* 1'nanchik- a d k:ynse fees (typically m rates between 4% and 6%; rhnt are inofbdtel in our revenues. 

(c) Beginning May 7. 20 02, includes Long, j-ohn Silver s and AfrW, which were added whan we acquired Yorkshire Global Rostauranta, Inc. 



China has achieved 
double-digit system sales 
growth for the 
fifth consecutive year. 


International System Sales by Key Market 

Year ended 2003 


China 12% 

Franchise Markets' 6 ' 1 28% 

Japan/Canada 20% 

U.K. 15% 

Australia/New Zealand 9 % 

South Korea 4% 

Other 7% 

Mexico 3% 

Future Growth Markets"- 2% 


International Operating Profit by Key Market 

Year ended 2003 fin millions) 


China 

$157 

Franchise Markets' 10 

109 

Japan/Canada 

60 

U K. 

97 

Australia/New Zealand 

44 

South Korea 

33 

Other 

21 

Mexico 

10 

Future Growth Markets'* 

(30) 

Headquarters General & Administrative Costs 

(60) 

$441 


(aj System sales rppret-.-.ts the coinhined salfcs of Company, unconsaldated affiliates, franchise rind license restaurants. 
{JO) includes franchiEe-drrv markets in the remainder of Asia, Continema; Europe, Carrlbwin/Latin America. Middle East/ 
Southern Africa, 

(c) includes KFC Germany, KFC Netherlands, KFC France, KFC Brazil and India. 













































































Unit Information 
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Worldwide System Units 


tfear-ervd 


2003 


2002 


*B(W) change 

Compart 


7,854 


7,526 


4 

Unconsolidated affiliates 


1,512 


2148 


(30) 

Franchisees 


21,471 


20.724 


4 

Licensees 


2,362 


2,526 


(6) 

totaf 


33,199 


32 924 


i 

Ye a f-end 

2003 

2002 

2001 

2000 

1999 

5year 

growth-' 

United States 

MFC 

5,524 

5,472 

5,399 

5.364- 

5,231 

2 

PI*£B HU! 

7,523 

7,599 

7.719 

7.927 

8,064 

121 

Taco Ball 

5,989 

5,155 

6.444 

6,746 

6,679 

(3) 

Long John Silver's 

1,204 

1.221 




N M 

A&W 

576 

665 




nm 

Total U.SF 

20.822 

21,126 

19,562 

20,037 

20,194 

(i) 

international 

KFC 

7,354 

6.390 

0,416 

5,974 

5,595 

7 

Pizza Hut 

4,560 

4,431 

4,272 

4,157 

3,961 

3 

Taco Bell 

249 

267 

239 

249 

232 

2 

Long John Silvers 

31 

28 




NM 

AfiW 

163 

132 




NM 

Total international 

12,377 

11,798 

10,927 

10.380 

9,765 

5 

Totaf- 1 

33199 

32,924 

30,489 

30,417 

29,982 

1 

[atCompwjffl^Ki annual gro^h rata: total U.5L. fcrit«-na.fcw*3fl and Vtaridwifl& escLtria trie mrgHct of L-pr^g, lohn -Sifter's and AfiW 

fbi Cornpoungprt Snriurf grown. fa:e ascludps in* unpaid □[ iranafe^ina 30 unlls irom taco Bell U S inTSacu BfcfJ Internationa-' m 2002. 



iuj Incudes t and 4 ran C-jtr, _mts m 2003 and ?002, rnh^cTiwiy. 






Breakdown of Worldwide System Units 



Unconsolidated 




Year-end 2003 


Compaq 

Amsiste 

Franchise! 

Upensed 

Total 

United States 

KFC 


1,252 


4,204 

68 

5,524 

Pizza Hut 


1,776 

— 

4,624 

1,123 

7,523 

Taco Bell 


1,284 

— 

3,743 

962 

5,989 

Long John fiver's 


701 

— 

502 

1 

1,204 

A&w 


81 

— 

493 

2 

576 

Total Lf.SJ" 


5,094 

6 

13,566 

2,156 

20,822 

International 

KFC 


1,685 

773 

4.835 

61 

7,354 

Pizza hut 


1,021 

733 

2,706 

98 

4,560 

Taco e^i 


54 

— 

150 

45 

249 

Long John Silver's 


— 

— 

30 

1 

31 

A&W 


— 

— 

182 

1 

183 

Total International 


2,760 

1,506 

7,905 

206 

12,377 

Total 


7,854 

1,512 

21,471 

2,362 

33,199 

(a) Includes 6 Vftn pan itfiitE. 







Worldwide Units 







Yifar^nd 2003 (In thau&andsj 








Subway f } 21 


Burger King 

Wendy'* 
Domino's Pizza 
Dairy Queen 


11 








































Financial Highlights 
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power 

of results 


(In millions, except per share amounts \ 
Year-end 


2003 


2002 


% BfW) ensnge 

Company soles 


$ 7,441 


$6,891 


6 

Franchise on a license fees 


930 


666 


9 

Total revenues 


$8,380 


$7,757 


8 

Operating profit 


$4,059 


$1,030 


3 

Earnings before special items 


$ 028 


$ 566 


11 

Special items, net of ia* 




17 


m 

Net income 


$ 01,7 


S 583 


B 

Wrench litigation 


$ (42) 


% — 


NM 

AmeriSorvc? and other (charges) credits 


26 


27 


NM 

Cumulative effect of accounting change 


(2j 


— 


MM 

Special items 


(18) 


27 


NM 

Income tax on special iiems 


7 


(10) 


NM 

Special Items, net of tax 


S (11) 


S 17 


NM 

Diluted earnings per common share: 

Eaminfis before special items 


$ 2.06 


S 1.82 


13 

Special Items, net of tax 


(0.04) 


0,06 


MM 

Reported 


$ 2.02 


$ 1,88. 


7 

Cash flows provided by operating activities. 


$1,05$ 


$1,086, 


(3) 

Average U.S. Sales per System Unit 12 







fin thousands) 

Year-end 

2003 

2002 

2001 

2000 

1999 

5-year growth' 11 

KFC 

$898 

$898 

$865 

$833 

$837 

2% 

Pizza Hut 

74ft 

748 

724 

712 

606 

3% 

Taco Bell 

urn 

964 

890 

896 

918 

2 % 

<a) Eludes toeriBe units. 

(hi Compounded e^rval growifi rale. 


It's amazing when you think about It .In just seven short years 
since out founding, we lowered our overall debt to $2.1 billion 
by the end of 2003, That's down from the $4.7 billion worth 
of debt wc started out with in the fall of 1997, Meanwhile, 
we have significantly grown our cash flow and realized high 
returns on Invested capital thanks mainly to the strong 
perform ante of our International business. In fact, we've 
moved from having one of the lowest returns on invested 
capital — 3% — In 1997. to having today one of the highest 
returns in the quick service restaurant industry — 1B%. 
How did we do it7 As youvo read in this Report, we have 
established a global operating culture with the platforms 
and systems in place to execute our base business better 
arid better. And our focus on daily leadership around these 
tools is paying off. Our metrics are improving: We're driving 
restaurant margins and same-store sales growth. In addition, 
we continue to focus on new franchise development without 
having to invest any of our own capital. We receive nearly 


$1 billion a year in franchise fees. We also continue to focus 
on our high-return International expansion. Domestically, we 
are the multibranding leader and with our h Fish First" multi¬ 
branding strategy, we arc leveraging our Long John Silver's 
brand to create greater national scale—nearly tripling our 
multibranding opportunities. Wo will also continue to improve 
our capital spending effectiveness around the globe, paying 
attention to where wc spend our money, how wo spend il, and 
what the returns look like. All in all, we are spending smarter 
and making sure that with each deci¬ 
sion,, we're acting wisely on behalf of 
our share holders. 

Dave Deno, Chief Financial Officer 
YumI Brands, Inc. 




























Management's Discussion and Analysis of Financial Condition 
and Results of Operations 


im! 


INTRODUCTION' AND OVERVIEW 

YUM! Brands, lnc r and Subsidiaries (colJectr^ely 1 referred 
to as 'YUM" or the * Company "4 comprises the worldwide 
operations of KFC, Rizzo Hu:. Taco Ee l Long John Slivers 
("US' i and A&W All-American Food Restaurants rA&VT) 
(collectively "the Concepts'; and is 1 he world's largest 
quick $erv*ce restaurant rQSR'r company based on the 
number of system units. US and A&W were added when 
YUM acquired Yorkshire Global Restaurants, Inc, CYGR ,r ) 
on May 7. 2002. With 12.377 International units, YUM ?s 
the second largest QSR company outside the U.S. YUM 
became an independent, publicly-owned company on 
October 6, 1997 (the - Spin-off Date") via a tax-free distribu¬ 
tion of our Common Stock (the "Distribution" or “Spin-off'} 
to the shareholders of our former parent, PepsiCo, Inc. 
(“PepsiCo"?. 

Through its Concepts, YUM develops, operates, 
franchises and licenses a system of both traditional and 
non-traditional QSR restaurants. Traditional units feature 
din e-in., carryout and, in some instances, drive-thru or 
delivery services. Non-traditional units, which are typically 
licensed outlets, Include express units and kiosks which 
have a more limited menu and operate in non-traditional 
locations like mails, airports, gasoline service stations, 
convenience stores, stadiums, amusement parks and 
colleges, where a fu If scale traditional outlet 'would not be 
practical or efficient. 

The retail food industry in which the Company 
competes, :s made op of supermarkets, supercenters, 
warehouse stores, convenience stores, coffee shops, 
snack bars, delicatessens and restaurants (including the 
QSR segments, and s intensely competitive with respect 
to food quality, price, service, convenience, location and 
concept. The industry is often affected by changes in 
consumer tastes; national, regional or local economic condi¬ 
tions; currency fluctuations; demographic trends; traffic 
patterns; the type, number and location of competing food 
retailers and products: and disposable purchasing power. 
Each of the Concepts competes with international, national 
and regional restaurant chains as well as locally-ow*ned 
restaurants, not only for customers, bu-. also for manage¬ 
ment and hourly personnel, suitable real estate sites and 
qualified franchisees. 

The Company s focused on five long-term measures 
identified as essential to our growth and progress. These 
five measures and related key performance Indicators are 
as follows: 

• International expansion 

* International system-sales growth ( I oca I currency) 

* Number of new international restaurant openings 

* Net Intoma bona I unit growth 

« Multibrand innovation and expansion 

* Number of multi brand restaurant locations 

' Number of multi brand units added 

* Number of franchise multibrand units added 


• Portfolio of category-leading l a .S. brands 

* U.5. blended same-store sales growth 

* U.S. system-sales growth 
» Global franchise fees 

- New restaurant openings by franchisees 

■ Franchise fee growth 

* Strong cash generation and returns 

■ Cash generated from all sources 

-Cash generated from au sources after capital 
spending 

+ Restaurant margins 

Our progress against ihese measures is discussed 
throughout the Management's Discussion and Analysis 
■"MDM':-. 

All references to per share and share amounts in the 
following MDM have been adjusted to reflect the two-fa r- 
one stock split distributed on June 17. 2002. 

This MD&A should be read in conjunction with 
our Consolidated Financial Statements on pages 48 
through 51 and the Cautionary Statements on page 47. All 
Note references herein refer to the Notes to the Consolidated 
Financial Statements on pages 52 through 74. Tabular 
amounts are displayed in millions except per share and unit 
count amounts, or as otherwise specifically identified. 

FACTORS AFFECTING COMPARABILITY OF 2003 RESULTS TO 
2002 RESULTS AND 2002 RESULTS TO 2001 RESOLTS 

YGR Acquisition 

On May 7,2002, the Company completed Its acquisition of 
YGR, the parent company of US and A&W. See Note 4 far 
a discussion of the acquisition. 

As of the date of the acquisition. YGR consisted of 742 
and 496 company and franchise US units, respectively, and 
127 end 742 company and franchise A&W units, respec¬ 
tively. in addition, .133 multrbranded US/A&W restaurants 
were Included m the US unit totals. Except as discussed in 
certain sections of the MD&A, the impact of the acquisition 
on our results of Operations in 2003 and 2002 was no* 
significant relative to the comparable poor year period. 

Amendment of Sale-Leaseback Agreements 

As discussed m Note 14, on August 15, 2003 we amended 
two sale-leaseback agreements assumed n our 2GO2 
acquisition of YGR such that the agreements now qualify 
for sale-leaseback accounting, there was no gain or loss 
r ecorded as a result of this transaction; however, restau¬ 
rant margins decreased by approximately S3 million for 
the year ended December 27. 2003 as a result of lhe two 
amended agreements being accounted for hs operating 
leases subsequent to the amendment. The decrease in 
restaurant margin was largely offset by a similar decrease 
in interest expense. 
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Wr&ncb Litigation 

We recorded expanse of 542 million in 2003. See Note 24 
for a discussion of the Wrench litigation. 

AmerlSefve and Other Charges (Credits] 

We recorded income of $26 mil lion n 2003. £27 million 
In 2QD2 and S3 million in 2001. See Note 7 for a detailed 
discussion of Aimed Serve and other charges (credits). 

Store Portfolio Strategy 

From time to time we sell Company restaurants to existing 
and new franchisees where geographic synergies can be 
obtained or where their expertise can. generally be lever¬ 
aged to improve our overall operating performance, while 
retaining Company ownership of key U.S. and International 
markets. Such refranchisings reduce our reported Company 
sales end restaurant profits while increasing our franchise 
fees. Proceeds from refranchising increase the level of casn 
available to fund discretionary spending. 

The following table summarizes our refranchising 
activities: 



2003 

2002 

2001 

Number of units nefranehlsed 

228 

174 

233 

Refranchising proceeds, pne-tox 

302 

SSI 

(111 

Refranchising net flairs pre-tax" 

S 4 

$ 19 

$ 39 


■Jal 2003 mcludos Of ftferttUnifttHty 4lG million to down tree 

value our Puern Rlpan bmines's to rcHett the Mien current estlreHEHa 
of its f?i r T>ie changes w*te rat® mod s-e a rsfranco^i-jj loss, 7OT1 
includes $12 minion or pwowy dtJSreed refr&ncre.-&!ng, gams 3f\C a chan*? of 
SIj mil!i<pi in marh in marks! the net assets nf o«r SinfopOrt iwsfngsa, whidr 
x-ss sold during 2002 at a price HtppfrtMimi^iy eousl to its carrying ve*ue. 

In addition to our refranchising program, from time to time 
we close restaurants Uiei are poor performing, we relocate 
restaurants to a new site within the same trade area or we 
consolidate two or more of our existing units into a single 
unit (collectively "store closures"). 

The follow ng tabte summarizes Company store closure 
activities: 



2003 

2002 

2001 

Number uf unite closed 

2®7 

224 

270 

Store ciosuro costs 

3 G 

$15 

$17 

Impairment charges for stores 
to be closed 

312 

$ 0 

$ 5 


The impact on operating profit arising from our refranchising 
and Company store closures is the net of (a) the estimated 
reduction in restaurant profit, which reflects the decrease in 
Company soles, and general and administrative expenses 
and (b) the estimated increase in franchise fees from the 
stores refranchised; The amounts presented below reflect 
the estimated impact from stores that were operated by 
us for all or some portion of the respective previous year 
and ware no longer operated by us as of the last day of 
the respective year. The amounts do not include results 
from new restaurants that we open in connection with a 
relocation of an existing unit or any incremental impact 
upon consolidation of two or more of our existing units 
into a single unit. 


The following table summarizes the estimated impact 
or- revenue of refranchising and Company store closures: 

2003 




Inler- 

nullortfil 

Worldwide 

Decree &£tl sales 

Increased franchise fees 

i 

$(120) 

5 

$(268) 

6 

Decrease in tolsl revenues 

S(147) 

$(US) 

£(£62) 

2002 


U-3. 

inter- 

naUonal 

Worldwide 

Decreased sales 

Increased franchise fees 

$ (214) 

4 

% (90) 
4 

$(304) 

8 

Decrease in total revenues 

1(210} 

$ (68) 

$ (296) 


The following table summarizes the estimated impact 
on operating profit of refranchising and Company store 
closures: 

2003 



U.S. 

Inter¬ 

national 


Decreased restaurant profit 
Increased franchise fees 
Decreased j^nerol and 
administrative expenses 

$(l&) 

1 

8(M) 

6 

6 

6 

6 

Decrease in operating profit 

£(17) 

S (4) 

$(2±) 

2002 



Inter¬ 



U.S. 

national 

Worldwide 

Decreased restaurant profit 

5(23) 

$& 

$(28) 

’ncreased frar,i: iiso fees 

4 

A 

S 

Decrea se# general a no 




administrative expenses 

1 

2 

3 

(Decrease) increase ire 




operating profit 

*(1B) 

$ 1 

$(17) 


Impact of Recently Adopted Accounting Pronouncement 
Effective December 30, 2001, the Company adopted 
Statement of Financial Accounting Standards ("SFAS") 
No. 142, "Goodwill and Other Intangible Assets” ('"SFAS 
142"X in its entirety. In accordance with the requirements 
of SFAS 142, we ceased amortization of goodwill arid 
indefinitfrlived intangibles as of December 30, 2001, The 
following table summarizes the favorable effect of SFAS 
142 on restaurant profit, restaurant margin and operating 
profit hod SFAS 142 been effective in 2001. 


Year E rented December 29. 2001 



U.S. 

lr-1 L-r 

national 

Worldwide 

Restaurant profit 

$21 

$11 

$32 

Restaurant margin (%) 

0.5 

as 

0.5 

Operating profit 

$ 22 

$16 

$3H 




























Yum I Bi 


35, 


Additionally, if SFAS 142 hacs been effective In 2001, 
reported net income would have Increased approximately 
S26 million and diluted earnings pe* common share ('EPS"I- 
would have increased SO-09. 

SFAS 142 requires iliac goodwill and ndef mite-lived 
in tangibles be evaluated for impairment on an annuel basis 
or as impairment indicators exist In accordance with this 
requirement, we recognized impairment of approximately 
$5 mirsion m both 2003 and 2002. 


WORLDWIDE RESULTS OF OPERATIONS 



% B/{W) 

2003 2002 

2002 

% B/m 
vs. 

2001 

Revenues 

Company sales 

57,34:1 

8 

$6,691 

12 

Franchise and license fees 

&39 

9 

066 

6 

Total ^venues 

53,380 

3 

5 7,757 

12 

Company restaurant margin 

51,104 

— 

51.101 

22 

% of Company sales 

14,8% 

(1.2)"^ 

16.0% 1,2"* 

Operating profit 

1.059 

3 

1.030 

16 

Interest expense, nel 

173 

(1) 

172 

(8) 

lr>oame i&x. provision. 

208 

3 

275 

(15) 

Income before cumulative 
effect of accounting change 

618 

6 

583 

IS 

Cumulative effect of accounting 
change, net of tax 

(1) 

NM 

_ 


Nfil income 

$ 617 

8 

$ 583 

18 

biiulod earnings per sham" 1 

$ 2.02 

7 

$ 1,88 

15 


(n!i Sm; «mjr & for Lhn number g* shares used in This calculation. See holt 12 for a 
discussion of the prtriorma impact of STAS 142 on EPS in 2001 


Worldwide Mult ib rand Restaurants 

Company 

Franchise 

Total 

Balance at Dec 26, 2002 

688 

l.O&r 

1.975 

Balance at Dec. 27. 2003 

1.096 

1.249 

2,345 


The franchise unit counts include both franchisee anct 
unconsolidated affiliate multi brand units. Mullibrand conver¬ 
sions increase the sales and points of distribution for the 
second brand added to a restaurant but do not result in an 
additional unit count. Similarly, a new multi brand restaurant, 
while increasing sales and points of distribution for two 
brands, results in just one additional unit count. 

For 2003 and 2002. Company multibrand unit gross 
additions were 235 and 216, respectively. For 2003 and 
2002, franchise multi brand unit gross additions were 194 
and 166. respectively. 

WORLDWIDE SYSTEM SALES GROWTH 

System Sales Gnowtn 2003 2002 

Worldwide 7% 8% 


System sales growth includes the results of ail restaurants 
regardless of ownership, Including company-owned, fran¬ 
chise, unconsolidated affiliate and license restaurants. 
Sales of franchise, unconsolidated affiliate and license 
restaurants generate franchise and license fees for the 
company (typically at a rate of 4% to 6% of sales). Franchise, 
unconsolidated affiliate and license restaurants sales 
are not Included in company sales on the Consolidated 
Statements of Income: however, the fees am Included in 
the Company's revenues. We believe system sales growth 


WORLDWIDE RESTAURANT UNIT ACTIVITY 

Unppmaiidatfld 



Company 

Affiliates 

Raricnisees 

Licensee* 

Total 

Balance at Dec, 29, 2001 

6,435 

2,000 

19,283 

2.791 

30,489 

New Builds 

585 

165 

748 

146 

1,644 

Acquisitions'" 

905 

41 

1,164 

(3) 

2.107 

Refranchising 

(174) 

(U) 

186 

- 

— 

Closures 

(224) 

(46) 

(649) 

1409) 

(1.323) 

Other 

(11 

2 

10 

1 

12 

Balance at Dec. 28. 2002 

7,626 

2,148 

20,724 

2,526 

32,924 

New Builds 

454 

176 

866 

272 

1.770 

Acquisitions 

369 

(736) 

345 

2 

— 

He franchising 

(226) 

(1) 

227 

2 

— 

CIosuioe 

(267) 

(75) 

(6911 

(386) 

(1.441) 

Other 

— 

— 

12) 

(52) 

(54) 

Balance at Doc, 27, 2003 

7.854 

1,512 

21.471 

2,362 

33.109 

% of Total 

24% 

4 % 

65% 

7% 

1Q0% 


i.B) include* units ihse Hxlnled ai rhe date or ihe Bijouksitioa ai Y'tifi on foShy 7. 2002 























is useful! to Investors as a significant indicator of the 
overs I • strength of ou^ business as it incorporates a 1 ot 
our revenue dnvers, company anc franchise same store 
sales as well as net unit development. 

System sales increased 7% for 2003, after a 2% favor¬ 
able impact from foreign currency transFation. Excluding 
the favorable rmpact of both foreign currency translation 
and the YGR acquisition, system sales increased 3%., The 
ncrease was driven by new unit development, partially 
offset by store closures. 

System safes increased B% in 2002. The impact from 
foreign currency translation was not significant. Excluding 
the favorable impact of the YGR acquisition, system sales 
increased 5%. The increase resulted from new unit devel¬ 
opment and same store sales growth, partially offset by 
store closures. 

WORLDWIDE REVENUES 

Company sales increased $550 mi! ion o T 3% n 2003 r after 
a 1% favorable impact from foreign currency translation. 
Excluding the favorable impact of both foreign currency 
translation and the YGR acquisition, Company sales 
increased 4%. The increase was driven by now unit develop¬ 
ment, partially offset by store closures and rsfranchising. 

Franchise and license tees increased $73 million 
or 9% in 2003, after a 3% favorable impact from foreign 
currency translation. Excluding the impact of foreign 
currency translation and the favorab e impact of the YGR 
acquisition, franchise and license fees increased 5%, The 
increase was driven by new unit development royalty rate 
increases and same store sales growth, partially offset by 
store closures. 

Company sales increased $753 million or | ?% in 
2002. The impact from foreign currency translation was 
not significant. Excluding the favorable impact of ihe YGR 
acquisition, Company sales Increased 6%. The Increase 
was driven by new unit development and same store sales 
growth. The increase was partially offset by refranchising 
and store closures. 

Franchise and cersse fees increased $51 million or 6% 
in 2002. The impact from foreign currency translation was 
not significari?. Excluding the favorable impact of the YGR 
acquisition, franchise and license fees increased 4%. The 
increase was driven by new unit development and same 
store sales growth, par ally offset by store closures 


WORLDWIDE COMPANY RESTAURANT MARGIN 



2001 

2002 

2001 

Company 


3 00.0% 

: ' 

Food and paper 

3D .3 

30-5 

31.1 

Payroll rind employee benefits 

27 2 

27.2 

27.1 

Occupancy and other 
operating expenses 

27.1 

28.2 

27.0 

Company restaurant margin 

14.8% 

16 0% 

14-B% 


Restaurant margin as a percentage of safes decreased 
approximately 120 b^sis points in 2003, LLS. restaurant 
margin decreased approximately 140 basis points and 
International restaurant margin decreased approximately 
50 basis points. 

Restaurant margin as a percentage of sales increased 
approximately 120 basis points in 2002. The increase 
included the favorable impact of approximately 50 basis 
pcults from the adoption of SFAS 142, partially offset by 
the unfavorable impact of approximately 15 basis points 
from Ihe YGR acquisition. LLS. restaurant margin increased 
approximately SO basis points and International restaurant 
margin increased approximately 210 basis points. 

The changes in LLS. and International restaurant 
margin for 2GQ3 and 2002 are discussed rn the respec¬ 
tive sections. 

WORLDWIDE GENERAL AND ADMINISTRATIVE EXPENSES 

Genera and administrative expenses increased S32 million 
nr 3% In 2D03 r including a 1% unfavorable impact from 
foreign currency translation. Excluding the unfavorable 
impact from both foreign currency translation and the YGR 
acqu sitlon. general and administrative expenses were flat 
year to date. Lower management incentive com pen sation 
costs were offset by increases in expenses associated with 
international restaurant expansion and pension expense. 

General arid administrative expenses ncreased 
$1 17 million or 15% in 2002. Excluding the unfavorable 
mpact of the YGR acquisition, general and administra¬ 
tive expenses increased 10%. The increase was driven by 
higher compensation-related costs and higher corporate 
and project spending. 

WORLDWIDE FRANCHISE AND LICENSE EXPENSES 

Franchise and license expenses decreased $21 million nr 
42% In 2003. The decrease was primarily attributable to 
lower allowances for doubtful franchise and license fee 
receivables, primarily at Taco BelL 

Franchise and license expenses decreased $10 million 
or 1&% in 2002. The decrease was primarily attributable 
to ower allowances for doubtfu franchise and -i cense fee 
receivables and the favorable impact of lapping support 
costs related to the financial restructuring of certain 
Taco Bell franchisees in 2001. The decrease was partially 
offset by higher marketing support costs in certain inter¬ 
national markets. 


WORLDWIDE OTHER (INCOME) EXPENSE 



2003 

2002 

2001 

Equity income from investments In 
unconsolidated aMiiliates 

S(33> 

*(29) 

1(261 

Foreign exchange nuL (gam) loss 

m 

i) 

3 

Other nnci&rtie) expense 

5(41) 

$ I.30J 

£(231 











The increase in other (income) expense Ir 2003 was 
primarily driven by the improved operating performance of 
our unconsolidated affiliates, par: cularly in Chine. 

WORLDWIDE FACILITY ACTIONS 

We recorded a net loss from facility actions of S36 million, 
$32 million and $1 million In 2003, 2002 and 2001, 
respectively. See the Store Portfolio Strategy section for 
more detail of our refranchising and closure activities ztnd 
Note 7 for a summary of the components of facility actions 
by report able operating segment. 


WORLDWIDE OPERATING PROFIT 



P/1 W] 


% B/iWl 


2003 

fci- 

2002 

2002 

YS. 

2001 

United Sr 

$ 812 

X 

$ 802 

15 

IriteTnaliOrtal 

441 

22 

301 

19 

Unsl located and corporate 
expenses 

(173) 

_ 

U78) 

(20) 

Unallocated other ncoma 
(expense) 

(3) 

NM 

(1) 

NM 

Unallocated facility actions gain 

4 

NM 

19 

NM 

Wrench litigation 

(42) 

m 

— 

— 

AmeriServe and other (charges, 
credits 

26 

NM 

27 

NM 

Operating pjpnt 

SXQ50 

3 

S1.030 

16 


The changes n LLS. and International operating profit for 
2003 and 20D2 are discussed in the respective sections. 

Unallocated end corporate expenses increased 
$1 million in 2003 and S3G million o* 20% In 2002. The 
2002 increase was primarily driven by higher compensation 
related costs and higher corporate and project spending. 

Unallocated facility actions comprises ^franchising 
gains dosses) which are not allocated to the U.S. ar 
international segments tqj performance reporting purposes. 
See Note 7 for further discussion. 


WORLDWIDE INTEREST EXPENSE, NET 



2003 

2002 

2001 

interest expense 

$185 

$180 

% 1 72 

Intore^t Income 

(12) 

(S) 

(14) 

Interest expense, nel 

$173 

$172 

£158 


Interest expanse increased $5 million or 3% in 2003. 
Excluding- the impact of the YGR acquisition, interest 
expense decreased 6%. The decrease was primarily due 
to a decrease in our average debt outstanding. 

interest expense increased $8 million or 5% in 2002. 
Excluding the mpact of the YGR acquisition, interest 
expense decreased 12%. The decrease was driven by 
a reduction in our average debt balance partially offset 
by an increase in our average interest rate. Our average 
interest rate increased due to a reduction in our variable- 
rate borrowings using proceeds from the issuance of longer 
term, fixod-rate notes. 


WORLDWIDE INCOME TAKES 

2003 

2002 

2001 

Reported 

Income taxes 

$26& 

$275 

$241 

Effective tax rate 

30,2% 

32.1% 

32.8% 

: he reconciliation of income taxes calculated at the 

U.S. 

federal tax statutory rate to our effective lax rate is set 

forth below: 

2003 

2002 

270; 

U.S. r'edera statutory tax rate 

35,0% 

35.0% 

3b-0% 

Slate income tax, net of federal 
tax benefit 

1,8 

2.0 

2.1 

Foreign and U.S. ta^ effects 
attributable to foreign operations 

(3.61 

(2.8) 

10.7) 

Adjustments lo reserves and prior years 

(1-7) 

118) 

■v 

Foreign (ax c'redil amended 
return benefit 

(4.1) 

_ 

_ 

Valuation allowance additions 
(reversals! 

2.8 

_ 

(1.7) 

Other, net 

— 

iQ-3) 

(0.1) 

Effective tax rate 

30.2% 

32.1% 

328% 


Income taxes <md the effective tax rate as shown above 
reflect tax on ail amounts included in our results of opera¬ 
tions except for the income tax benefit of approximately 
$1 mi lion on the $2 million cumulative effect adjustment 
recorded in the year ended December 27, 2003 due to the 
adoption of SFAS 143, 

The 2003 effective lax rate decreased 1.9 percentage 
points lo 30,2%. The decrease in the effective tax rate was 
primarily due to a 4,1 percentage point benefit of amending 
certain prior U.S, income tax returns to claim credit for 
foreign taxes paid in prior years. The returns were amended 
upon our determination that it was more beneficial to claim 
credit for such Laxes than lo deduct such taxes, as had 
been done when the returns were originally filed. In future 
years, we anticipate continuing to claim credit tor foreign 
taxes paid in the then current year, as we have done m 2003 
and 2002. However, Ihe amended return benefit recognized 
in 2003 is non recurring. 

The decrease In the 2003 effective tax rate was 
partial !y offset by the recognition of valuation allowances for 
certain deferred tax assets whose realization is no longer 
considered more likely than not. The valuation allowances 
recognized primarily related to deferred tax assets in Mex cc 
and Thailand, See Note 22 for a discussion of valuation 
allowances. 

The 2002 effective tax rate decreased 0.7 percentage 
points to 32.1%. The decrease In the effective tax rate 
was primarily due to our claiming credit against our current 
and future U.S. income tax liability for foreign taxes paid 
in 2002 P as opposed to deducting such taxes on our U.S. 
income lax returns us was done in 2001. This decrease was 
partially offset by The impact of lapping valuation allowance 
reversals recorded m 2001 . 

In 2003 and 2002. the effective rax rate attributable to 
foreign operations was lower than Che U.S. federal statutory 












rate primarily due to the benefit of claiming credit against 
our current and future U.5. income tax liability for foreign 
taxes paid. 

Adjustments to reserves and prior years include 
the effects of the reconciliation of income tax amounts 
recorded in our Consolidated Statements ot Income to 
amounts reflected on our tax returns, including any adjust¬ 
ments to the Consolidated Balance Sheets. Adjustments 
to reserves and prior years also includes changes in tax 
reserves established for potential exposure we may incur 
if a taxing authority takes a position on a matter contrary 
to our position. We evaluate these reserves, including 
interest thereon, on a quarterly basis to insure that they 
have been appropriately adjusted for events that we believe 
may impact our exposure. 


(J.S. RESULTS Of OPERATIONS 



% B/[WS 
¥*. 

2003 2002 

2002 

vs 

2Q01 

RevsriLJGs 

Company sales 

$5,031 

e 

$ 4,7 7 B 

11 

Franchise an <3 license fees 

S74 

i 

559 

5 

Total revenues 

$5,655 

6 

$53^7 

11 

Company restaur am margin 

S 73.9 


$ 764 

ie 

% of Company sales 

14.6% 

*1.4)*^ 

lfj.0% 0.8P* 

Operating profit 

S 812 

1 

$ 802 

15 


IKS. RESTAURANT UNIT ACTIVITY 

UnconsmidatEo 



Company 

Affiliates 1 * 

Franchisees 

Licensees 

TOl i| 

Balance at Dec. 29. 2001 

4.234 

— 

12,733 

2,545 

19.562 

■New Builds 

210 

4 

233 

136 

S83 

Acquisitions^’ 

809 

- 

1,001 

(3) 

1,897 

Ref ranching 

(47) 

- 

47 

— 

— 

Closures 

tis® 


(351} 

(3821 

(386) 

Other" 

— 

— 

— 

. ii 50 - 1 

OO) 

Balance at Dec. 28 P 2002 

5.193 

4 

13,663 

2,266 

21.126 

how Builds 

W2 

3 

245 

259 

549 

Acquisitions 

106 

- 

(108) 

2 

— 

Refranctiising 

(150) 

— 

148 

2 

— 

Closures 

(197) 

(1) 

(386 i 

(373} 

(957) 

Other 

— 

— 

4 

— 

4 

Baiance at Dec. 27 fc 2003 

5,094 


12,566 

2,158 

20,822 

% of Total 

25% 

_ 

65% 

10% 

100% 


(a | Represent Van Can units. 

- 1: i I ■ ; 1 1 J t* : i uniLs (hai efcrMed a< Lire dal* o4 tiis acquisition ol vGS on T. 2002 
(c) Represent* lictnSrse uriii'-i transTwred from u.S. to rmwnartHonal 


L'.S. MuItibrand Restaurants 

Company Franchise 

Total 

Balance at Dec. 28, 2002 

844 973 

1317 

Balance at Dec. 27. 2003 

1,032 1,116 

2,148 

For 2003 and 2002. Company multi brand unit gloss addi¬ 
tions were 222 and 212, respectively. For 2003 and 2002, 
franchise multibrand unit gross additions were 160 and 

153 r respectively. 



U S, SYSTEM SALES GROWTH 

System Sales Growth 

2003 

2002 

U.S- 

3% 

9% 


System sales increased 3% for 2003. Excluding |he favor¬ 
able impact of the YGR acquisition, system sales increased 


1%. The increase was driven by new- unit development, 
partially offset by store closures. 

System sales increased 9% in 2002. Excluding the favor¬ 
able impact of the YGR acquisition, system sales in creased 
4%, The increase resulted from same store sales growth and 
new unit development, partially offset by store closures. 

O.S. REVENUES 

Company sales increased $303 million or 3% in 2003. 
Excluding the favorable Impact of the YGR acquisition, 
company sales increased 2%. The increase was driven by 
new unit development, partially offset by store closures 
and refranchising. 

Franchise and license fees increased $S million or 1% 
in 2003. Excluding the favorable impact of the YGR acquisi 
tion, franchise and license fees remained essentially flat 























im! Srj. 


If. 


as a decrease primarily driven by store closures was largely 
offset by new unit development. 

Company sales increased £491 million or 11% in 
2002. Excluding the favorable impact of the YGR acquisi¬ 
tion, company sales increased 3%, The increase was driven 
by new un-t development and same store sales growth. 
The increase was partially offset by store closures and 
refranchising. 

Franchise and license fees increased $29 million or 
5% n 2002. Excluding the favorable impact of the YGR 
acquisition, franchise and license fees increased 3%, fne 
increase was driven by same store sales growth and new 
unit development, partially offset by store closures, 

LLS. SAME STAKE SALES 

U.S, same store sales Includes only company restaurants 
that have been open one year or more. U.S, blended same 
store sales include KFC, Pizza Hut. and Taco Bell company 
owned restaurants only. LIS, same store sales for Long John 
Silver's and A&W restaurants are not included, Following arc 
the same store sales growth results by brand; 


2003 



Suim 

stm 

Safe* 

Trarvs- 

flclJwii 

Average 

Guest 

Chock 

KFC 

<2)% 

tm 

2% 

Pizza Hut 

<1>W 

im 

3% 

taco Bell 

2%, 

i% 

1% 



2002 



Same 


Atferpge 


Store 

Tran s- 

Guest 


Sale* 

utiUOnS 

Check 

KFC 

— 

<2» 

2% 

Pizza Hut 

— 

<2J* 

2% 

Taco Be'u 

7% 

4* 

3% 


For 2003, blended Company same store sales were flat 
due to a decrease in transactions offset by an increase in 
average guest check. For 2002, blended Company same 
store sales were up 2% due to increases in both transac¬ 
tions and average guest check. 


U S, COMPANY RESTAURANT MARGIN 



2003 

2002 

2001 

Company solas 

loo.Q*; 

100.0% 

100.0% 

Food and paper 

2B6 

23,2 

28.6 

Payroll and employ to benefits 
Occupancy and other operating 

31.0 

30.9 

30.6 

expenses 

256 

24.9 

25.6 

Company restaurant margin 

14*6% 

16,0% 

15.2% 


Restaurant margin as a percentage of sales decreased 
approximately 140 basis points in 2003. The decrease 
was primarily driven by increased occupancy expenses 


due to higher rent, primarily due to additional rent expense 
associated with the amended YGR sale- 1 ease back agree 
meats, and utilities. The higher food and paper costs were 
primarily due to the impact of unfavorable discounting and 
product mix, Afso contributing to the decrease was higher 
labor costs, primarily driver by low single-digit increases 
In wage rates. 

Restaurant margin as a percentage of sales increased 
approximately 80 basis points in 2002, The increase 
Includes the favorable impact of approximately 50 basis 
points from the adoption of SFAS '142, which was partially 
offset by the unfavorable impact of approximately 20 basis 
points from the YGR acquisition. The increase was primarily 
driven by the favorable impact of same store sales growth 
on margin and lower food and paper costs, partis y offset by 
an increase in labor costs. The decrease in food and paper 
costs was primarily drrven by cheese costs. The increase in 
labor costs was primarily driven by wage rates. 

UX OPERATING PROFIT 

Operating profit increased $ 10 million or 1% In 2003. 
Excluding the favorable impact of the YGR acquisition, 
operating profit was flat compared to 2002. Decreases 
driven by lower margins as a result of increased occupancy 
expenses and the impact of unfavorable discounting and 
product mix shift on food and paper costs were offset by 
lower franchise and iicense and general and administrative 
expenses. 

Operating profit increased £107 million or 15% m 
2002, including a 3% favorable impact from the adoption 
of SFAS 142. Excluding the favorable impact of both SPAS 
142 and the YGR acquisition, operating profit increased 
9%. The increase was driven by same store sales growth 
and the favorable impact of lapping franchise support costs 
related to the restructuring of certain Taco Bell franchisees 
in 2001. The increase was partially offset by higher restau¬ 
rant operating costs, primarily due to higher iabor costs, and 
the unfavorable impact of refranchising and store closures, 
The higher labor costs were driven by wage rates. 


INTERNATIONAL RESULTS OF OPERATIONS 



% B/W) 

VS. 

2003 2002 

2002 

% B/fW) 
vs." 
2001 

Revenue 

Company Sales 

52,360 

12 

52,113 

14 

Franchise an::r Lee rise fees 

365 

23 

297 

3 

Total revenues 

$2,726 

13 

52,410 

13 

Company restaurant margin 

$ 366 

3 

S 337 

31 

% of Company sales 

156 ft 

[0.5J- 

■* 16.0ft 2.1 DPl3 

Operating profit 

6 441 

22 

S 361 

19 

















INTERNATIONAL RESTAURANT UNIT ACTIVITY 


Unconsaiidaited 



Company 

Affiliate s 

Franchisees 

Licensees 

Total 

Balance at Dec 29, 2001 

2,151 

2.000 

6,530 

246 

10.927 

New Builds 

375 

161 

515 

10 

1,061 

Acquisition^ 1 

6 

41 

163 

— 

210 

Refrahchising 

(127) 

[I4j 

141 

- 

— 

Closures 

(711 

(46) 

(29Sj 

(27) 

1442) 

Other* 1 

(1) 

2 

10 

31 

42 

Balance at Dec. 2S. 2002 

2,333 

2,144 

7 r 06l 

260 

11.796 

New Builds 

312 

173 

623 

13 

1.121 

Acquisitions 

233 

<7361 

453 

— 

— 

Refranchising 

(783 

<11 

79 

— 

— 

Closures 

m 

(74> 

I305j 

115) 

(4S4) 

Other- 1 

— 

— 

161 

152) 

m 

Balance at Qbe. 27 1 2Q03 

2JBD 

l f BOft 

7,905 

206 

12,377 

% of Total 

22% 

12% 

£ 4 % 

2 % 

100% 


(a) Includes units that exlEted al the data of Sho acquiEitic-n nf YGR dr T P 20Q2. 
(t?>Prirranrit>- reprewWl* lie«is*e units tfansferred from U.S. In International In 2001 
i c| FtepT-stinrs an gdm-sirtrtnt <>r prewisualy lapuited amaunte 


!ntema?iorai 


Multibrand Resta-urams 

Company 

Franchise 

Total 

Balance he Dec. 28, 2002 

44 

114 

15S 

Balance at Dac. 27. 2003 

64 

133 

137 


For 2003 and 2002, Company multibrand unit gross addi¬ 
tions were 13 and 4, respectively. Company multibrand 
restaurants at December 27, 2003 a iso include 9 units 
acquired during the year from an unconsolidated affiliate. 
For 2003 and 2002, franchise multibrand unit gross addi¬ 
tions were 34 and 13, respectively. 

INTERNATIONAL SYSTEM SALES GROWTH 

System Sales Growth 2:003 2002 

international _ _ 14% _ 6% 

System sales increased 14% in 2003. after a 7% favorable 
impact from foreign currency translation. The increase was 
driven by new unit development, partially offset by store 
closures. 

System saies increased 8% in 2002, after a 1% unfa¬ 
vorable impact from foreign currency translation. Excluding 
the impact of foreign currency translation and the favorable 
impact of the YGR acquisition, system sales increased 8%, 
The increase was driven by new unit development and same 
store saies growth, partially offset by store closures. 


INTERNATIONAL REVENUES 

Company sales increased S247 million or 12% In 2003, 
after a 4% favorable impact from foreign currency transla¬ 
tion* The Increase was driven by new unit development, 
partially offset by refranc hi sing, same store sales declines 
and store closures. 

Franchise and license fees increased $68 rmllinn or 
23% n 2003. after a 9% favorable impact from foreign 
currency translation. The increase was driven by new unit 
development, royalty rate Increases and same store sales 
growth, partially offset by store closures. 

Company sales increased $262 million or 14% in 2002, 
after a 1% favorable impact from foreign currency translation. 
The Increase was driven by new unit development, partially 
offset by ^franchising and store closures. The unfavorable 
impact of ^franchising primarily resulted from the sale of 
the Singapore business in the third quarter of 2002, 

Franchise and license fees increased S22 midion or 
8% in 2002, after a 1% unfavorable impact from foreign 
currency translation. Excluding the impact of foreign 
currency translation and ihe favorable impact of the YGR 
acquisition franchise and license fees Increased 8%. The 
increase was driven by new unit development and same 
store sales growth, partially offset by store closures. 


INTERNATIONAL COMPANY RESTAURANT MARGIN 



2003 

2002 

2001 

Company salts 

100.0% 

100.0% 

100.0% 

Food and paper 

35.5 

36-i 

36.9 

Payroll ami employee ben efts 
OccupiMy and other 

19.0 

IS./ 

19.1 

operating expenses 

30.0 

29.2 

30.1 

Company restaurant margin 

15.5% 

16,0% 

13.9% 
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Restaurant margin as a percentage of sales decreased 
approximately 50 basis points in 2003, including a 20 basis 
points unfavorable impact from foreign currency translation. 
The remaining decrease was driven by the impact on margin 
of same store sales declines, l hose decreases were partially 
offset by the impact of supply chairs savings initiatives on the 
cost of food and paper (principally in China), and the cessa 
tion of depreciation expense of approximately $9 million for 
the Puerto Rico business which is held for sale. 

Restaurant margin as a percentage of sales increased 
approximately 210 basis points in 2002, including the 
favorable impact of approximately 60 bas^s po.nts from 
the adoption of 5-FAS 142. The increase was primarily driven 
by the favorable impact of lower restaurant operating costs 
and the elimination of lower average margin units through 
store closures. Lower restaurant operating costs primarily 
resulted from lower food and paper costs, partially offset 
by higher labor costs, 

FNTERNATIDNAL OPERATING PROFIT 

Operating profit increased $80 million or 22% in 2003, 
including a ?% favorable impact from foreign currency 
translation the re main mg increase was driver by new on Ft 
development and the impact of supply chain savings initia¬ 
tives on the cost of food and paper, partially offset by the 
impact of same store sales declines on margins and higher 
genera! and administrative expenses. 

Operating profit ncreased $56 mill Ion or 19% in 2002. 
Excluding the impact of foreign currency translation and the 
favorable impact from The adoption of 5FAS 142, operating 
profit ncreased 13%. The increase was driven by new unit 
development and The favorable impact of lower restaurant 
ope rating costs, primarily lower cost of fooo and paper, the 
increase was partially offset by higher general and adminis¬ 
trative expenses, primarily compensation-related costs. 

CONSOLIDATED CASH FLOWS 

Nat caah provided by operating activities was 

$1,053 million compared to $l r oas million in 2002, The 
decrease was primarily driven by $130 million in voluntary 
contributions to our funded pension plan In 2003. partially 
offset by higher net Income. 

In 2002 . net cash provided by operating activities 
was $1,088 mil Mon compared to $832 million in 2001. 
Excluding the Impact of the AmeriServe bankruptcy reorga 
nizatiori process, cash provided by operating activities was 
$1,043 million versus $704 million in 2001. The increase 
was driven by higher net -income and timing of tax receipts 
and payments. 

Net cash used In investing activities was $519 million 
versus $885 million in 2002, The decrease in cash used 
was driven by the $275 million acquisition of YGR in 2002 
and lower capital spending m 2003. 


In 2002, net cash used in investing activities was 
$885 million versus 5503 million in 2001. The increase in 
cash used was primarily due to the acquisition of YGR and 
higher capital spending in 2002, partially offset by the acqui¬ 
sition of fewer restaurants from franchisees in 2002. 

Net cash used in financing activities was $475 mill-on 
versus $187 million In 2002. The increase was driven by 
higher net debt repayments and higher shares repurchased 
in 2003. 

In 2002. net cash used in financing activities was 
$187 million versus $352 million in 2001. The decrease is 
primarily due to tower debt repayments and higher proceeds 
from stock option exercises versus 2001, partially offset 
by higher shares repurchased in 2002. 

CONSOLIDATED FINANCIAL CONDITION 

Assets increased $220 milrion or 4% to $5,6 bilNon 
primarily due to a net increase in property, plant and 
equipment, driven by capital expenditures in excess of 
depreciation and asset dispositions. The decrease in 
the allowance for doubtful accounts from $42 million to 
$28 mill on was primarily the result of the write-off of receiv¬ 
ables previously fully reserved. 

Liabilities decreased $306 miff ion or 6% to $4,5 bullion 
primarily due to the repayment of amounts under our Credit 
Facility, decreased short-term borrowings and the reduc¬ 
tion in long-term debt as a resort of the amendment of 
certain sale-leaseback agreements (see Note- 14). Ihese 
decreases were partially offset by an increase m accounts 
payable and other current liabilities primarily due to (he 
accrual of $42 million related to the Wrench litigation, 

LIQUIDITY AND CAPITAL RESOURCES 

Operating m the QSR industry allows us to generate 
substantial cash flows from the operations of our company 
stores and from our franchise operations, which fequire a 
limited YUM investment. In each of the last two fiscal years, 
net cash provided by operating activities has exceeded $1 
billion. These cash flows have allowed us to fund our 
discretionary spending, while at the same time reducing 
our long-term debt balances. We expect these levels of net 
cash provided by operating activities to continue In the fore¬ 
seeable future. Our discretionary spending includes capital 
spending for new restaurants, acquisitions of restaurants 
from franchisees and repurchases of shares of our common 
stock. Though a decline in revenues could adversely impact 
our cash flows from operations, we believe our operating 
cash flows, our ability to reduce discretionary spending, 
and our borrowing capacity will allow u$ to meet our cash 
requirements in 2004 and beyond- 

Our primary bank credit agreement comprises a senior 
unsecured Revolving Credit Facility (the "Credit Facility"! 
which matures on June 25. 2005. On December 26, 
2003, we voluntarily reduced our maximum borrowings 





unsecured notes were $1.85 biliion at December 27,2003. 
Hie first of these notes, in the amount of $350 million, 
matures in 2005. We currently anticipate that our net cash 
provided by operating activities will permit us to make a 
significant pardon of this $350 million payment without 
borrowing additional amounts. 

We estimate that capita I spending will be approximately 
$770 million and refranchising proceeds will be approxi¬ 
mately $100 million in 2004. In November 2003, our Board 
. r .“Sectorauthorized e lew $300 n I on share repur 
chase program. At December 27, 2003, we had remaining 
capacity to repurchase, through May 21, 2005, up to 
$294 million of our outstanding Common Stock (excfuding 
applicable transaction fees) under this program. 

In addition to any discretionary spending we may 
choose to make, significant contractual obligations and 
payments as of December 27, 2003 included: 

Less than More than 



Tula 

1 Fas r 

1-3 Years 

3-S Fears 

5 Years 

Long term debt 1 " 1 

£ 1,930 

$ 1 

$ 553 

$254 

$ 1,122 

Capitol leases'^ 

192 

15 

29 

26 

122 

Operating leases- 

2.484 

320 

540 

431 

1.193 

Purchase oblige (ions' 

3 62 

124 

26 

7 

a 

Ol+ier long-term liabilrhes reflected r>r* o.jr 

Consolidated heience Sheet under gaap 

31 

_ 

17 

5 

9 

Total contractual obligations 

£4.799 

$460 

$1,165 

$723 

$2,451 


( 9 ) Semites @ fair vfuue mHum iric!<;tf*Ki in iImiu mt*r«si m'h i\n heijge rhe tan value of 3 ponton pt <mr dot* See Note X4- 

£b) Those fitpligartions, which* ars shown on a nominal basis. pctei-e to approximately 5.300 resEauranls, Sw Mote 15. 

(cl Purchase ottfigafti on e includa pgreemanla to txwGhase goods 0 E?r v ic€-= tnat are enforceable am legally binding go us and that spfriily all signifiDaru terms including: -ised 
ur Tiir'iiu uih ijin-uf 1 h:, Cij !>l~ purchased; 1i.p«<.! rninlrnuttl ur variable 1 >■ ju pr 11 ■ *■:; arid iJifc apptb^iiV*d)e Liu ,ti£ Li? Hit? I raufv^GHiGf 1. We h;jve excluded fluffierifc; Lb [her fine 
cancelabie without pe-na ly Purchase ooHgaLonB relate primarily to puro-ases ol property, plant antf equipmeni as well as marhei.r^, inforrnalhD" technqfa^y, mamtenar^e 
consulting ancf other agreements. 


under the Credit Facility from $1.2 billion to $ 1.0 bil. or-. 
At December 27, 2003. our unused Credit Facility Lola led 
$737 million, net of outstanding letters of credit of 
$263 million. There were no borrowings outstanding under 
the Credit Facility at December 27,2003. Our Credit Facility 
contains financial covenants relating to maintenance of 
leverage and fixed charge coverage ratios. The Credit 
Facility also contains affirmative and negative covenants 
including, among other things, limitations on certain addi¬ 
tional indebtedness, guarantees of indebtedness, level of 
cash dividends, aggregate non-U. S. investment and certain 
other transactions as defined in the agreement. We were in 
compliance with all covenants at December 27, 2003, and 
do not anticipate that the covenants will impact our ability 
to borrow under our Credit Facility for its remaining term. 
The remainder of our lopg-term debt primarily comprises 
senior unsecured notes. Amounts outstanding under senior 


We have not included obligations under our pension and 
postretirement benefit plans fit the contractual obligations 
table. Our fun ding policy regarding our funded pension plan 
is to contribute amounts necessary to satisfy minimum 
pension fundoing requirements plus such additional amounts 
from time to time as are determined to be appropriate to 
improve the plan's funded status. The pension plan's funded 
status is affected by many factors including discount ra!es 
and the performance of pian assets. We are not required lo 
make minrnrium pension funding payments in 2004, but we 
may make discretionary contributions during the year based 
on our estimate of the plan’s expected September 30,2004 
funded status. During 2003, we made voluntary pension 
contributions of $130 million to our funded plan, none 
of which represented minimum funding requirements. 
Our postretirement plan is not required to be funded in 
advance, but is pay as you go. We made postretiremen! 
benefit payments of $4 million in 2003. 

Also excluded from the contractual obligations table 
are payments we may make for employee health and prop¬ 
erty and casualty losses for which we are selfnnsurecL The 
majority of our recorded liability for seif-insured employee 
health and property and casualty losses represents 


estimated reserves for Incurred claims that have yet to be 
filed or settled. 

OFF BALANCE SHEET ARRANGEMENTS 

At December 27. 2003, we had provided approximately 
$32 million of partial guarantees of two franchisee loan 
pools h both of which were implemented prior to spin-off, 
related primarily to the Company's historical refranc hi sing 
programs am:, to 3 lesser extent, franchisee development 
of new restaurants. The total loans outstanding under 
these loan pools were approximately $123 million at 
December 27. 2003- In support of these guarantees, we 
have posted $32 million of letters of credst. We also provide 
a standby letter of credit of $23 million under which we 
could potentially be required lo fund a portion of one of the 
franchisee loan pools. Any funding under the guarantees or 
letters of credit would he secured by the franchisee loans 
end any related collateral. We believe that we have appropri¬ 
ately provided for our estimated probable exposures under 
these contingent liabilities. These provisions were primarily 
charged to facilny actions. New loans are not currently being 
added to either loan pool. 




We have guaranteed certain imes of credit are 
loans of Unconsolidated Affiliates totaling $2S million at 
December 27, 2003. Our Unconsolidated Affiliates had total 
revenues or over £1.5 billion ferine year ended December 27. 

2003 and assets and debt of approximately $S5B million 
and $41 million, respectively, at December 27, 2003, 

OTHER SIGNIFICANT KNOWN EVENTS, 

TRENDS OR UNCERTAINTIES EXPECTED TO IMPACT 

2004 OPERATING PROFIT COMPARISONS WITH 2003 

New Accounting Pronouncements Not Vet Adopted 

See Note 2, 

Canada Unconsolidated Affiliate Dissolution 

On November 10. 2003 our Unconsolidated Affiliate that 
previously operated 479 KFC, 236 Pizza Hut and IS 
Taco Bell restaurants in Canada was dissolved. We owned 
50% of this Unconsolidated Affiliate prior to its dissolution 
and accounted for our interest under the equity method. 
Upon dissolution, the Company assumed operation and 
acquired all associated assets of ihe Pizza Huts, as well 
as 17 Taco Bells ar,d 5 KFCs. The Company also acquired 
the real estate associated with 140 KFCs for which the 
Company will not be the operator. Our former partner in the 
Unconsolidated Affiliate acquired full ownership of all other 
assets, as we I as the franchise rights to operate ^174 KFCs 
and one Taco Bell. Our former partner retained 10 KFCs and 
sold the remainder of these assets and franchise rights 
acquired to a newly-formed, publlcly-heJd Income Trust in 
Canada, of which our former partner now holds a minority 
interest. The Company leases land and buildings for KFCs 
It does not operate to the Income Trust under operating and 
capital lease agreements through 2016. The Company will 
conbnue to receive a franchise royalty from me KFCs oper¬ 
ated by cur former partner and the Income Trust. 

The Company realized an immaterial gain upon dissolu¬ 
tion of the Unconsolidated Affiliate. This gain was realized 
as the fau value of our ncreased ownership in the assets 
received was greater than out carrying value in 'nose 
assets, and was net of expenses associated with the 
dissolution of the Unconsolidated Affiliate. 

The impact of the restructuring on our 2003 results of 
operations was not significant. As a result of the restruc¬ 
turing, 2004 Company sales are expected to increase by 
approximately $165 million and franchise fees are expected 
to decrease by approximately £10 million. The impact on 
net income is not expected to be material. 

Amendment of Sale-Leaseback Agreements 

As discussed jr Note 14 and on page 33 of this MD&A, 
in 2003 we amended two sale-leaseback agreements 
assumed ir. our 2002 acquisition of YGR. We estimate the 
Impact of these amendments in 2004 to be a decrease in 
regtauram profit of $8 million and a decrease n interest 
expense of $10 mi lion. 


Puerto Rico Business Held for Sale 

Our Puerto Rican business has been held for sale since Che 
four ih quarter of 2002. While a sale of the Puerto Rican 
business has not yet occurred, we continue to believe that 
i is probable that a sale will occur during 2004, Sales 
and restaurant profits of the Puerto Rican business were 
$187 million and $34 million in 2003, 

Contingent Lease Guarantees 

Under terms of our separation agreements at the time of 
the Spin-off, we indemnified PepsiCo for any losses incurred 
rented to their guarantees of lease agreements of certain 
non-core businesses which were sold prior to the Spin¬ 
off, Two of these businesses, Chevys Mexican Restaurant 
(Chevys) and Hot 'n Now (HNN) filed for bankruptcy protec¬ 
tion in October 2003 and January 2004, respectively. While 
we cannot presently determine our liability under these 
indemnities, if any, we do not expect the amount to have a 
material impact on our Consolidated Financial Statements. 
Any costs incurred will be charged to Amerf Serve and other 
charges (credits). See Mote 24 for further discussion. 

Pension Plan Funded Status 

Certain of our employees are covered under nonconiributory 
defined benefit pension plans. The most significant of these 
plans was amended in 2001 such that employees hired 
after September 30, 2001 are no longer eligible to partici 
pate. As of our September 30, 2003 measurement date, 
these plans had a projected benefit obligation (“PBO") of 
$629 million, an accumulated benefit obligation FABCT) of 
3563 million and a fair value of plan assets of 3438 million. 
As a result of the $125 million underfunded status of the 
plans relative to the ABO at September 30.2Q03. we have 
recorded a $101 million charge to shareholders' equity (not 
of tax of $61 million} as of December 27, 2QQ3. 

The PBO and ABO reflect the actuarial present value 
of all benefits earned to date by employees. The PBO 
incorporates assumptions as to future compensation 
levels while the ABO reflects only current compensation 
levels. Due to the relatively long time frame over which 
benefits earned to dale are expected to be paid, our 
PBO and ABO are highly sensitive to changes in discount 
rates. We measured our PBO and ABO using a discount 
rate of 6.25% at September 30, 2003. A SO basis point 
increase ir tins discount rate would have decreased our 
PBO by approximately $58 million at September 3Q. 2003. 
Conversely, a 50 basis point decrease in this discount rate 
would have increased our PBO by approximately $60 million 
at September 30, 2003, 

Our expected long-term rate of return on plan assets is 
8.5%. We believe that this assumption is appropriate given 
the composition of our plan assets and historical market 
returns thereon. Given no change to the market-re la ted 
veiue o J our plan assets as of September 30, 2003, a one 
percentage point ncrease o r decrease n our expected rate 
of return on plan assets assumption would decrease or 



increase, respectively, our 2004 pension plan expense by 
approximately $4 million!. 

The losses our plan assets have experienced, along 
with the decrease in discount rates, have largely contrm- 
uted to the unrecognized actuarial loss of $230 million 
in our plans as of September 30, 2003. For purposes Of 
determining 2003 expense our funded status was sunn 
that we recognized $6 m 11 ion of unrecognized actuarial 
loss in 2003. We will recognize approximately $10 million 
of unrecognized actuarial loss in 2004. Given no change to 
the assumptions at our September 30,2003 measurement 
date, actuarial loss recognition will rema n at an amount 
near that to be recognized in 2004 over the next few years 
before it begins to gradually decline. 

In total, we expect pension expense to increase 
approximately $! 4 million to $54 million m 2004. We have 
incorporated this incremental expense into our operating 
plans and outlook. The Increase is driven by the recognition 
of actuarial losses as discussed in the preceding paragraph 
and an increase in interest cost because of the higher PBO. 
Service cost will also increase as a result of the lower 
discount rate, though, as previously mentioned, the plans 
are closed to new participants. A 50 basis point change m 
our discount rate assumption of 6.25% at September 30, 
2003 would impact our 2004 pension expense by approxi¬ 
mate y $11 million. 

We do not believe that the underfunded status of the 
pension plans will materially affect our financial position or 
cash flows in 2004 or future years. Given current funding 
levels and discount rates we would anticipate making contri¬ 
butions to fully fund the pension plans over the course of 
the next five years. We believe our cash flows from oper¬ 
ating activities of approximately $1 billion per year are 
sufficient to allow us to make necessary contributions to 
the plans, and anticipated fundings have been incorporated 
mto our cash flow projections. We have included known 
and expected increases m our pension expense as well as 
future expected p^ar contributions in our operating plans 
and outlook. 

Avian Flu 

In several Asian markets, including Thailand, Taiwan, 
South Korea, Japan, Indonesia, Malaysia,. Singapore and 
certain sections of China, avian flu has impacted retail 
saies irends and sales trends at KFC through March 5, 
2004. Based on information as of March 5, 2004, the 
Company believes that the most likely effect of avian flu 
outbreaks in these markets, some of which are completely 
franchised markets, will be short term. Additionally, the 
Company currently does not expect that the avian flu 
outbreak will materially affect its chicken supply in Asia or 
other markets. 

Our most significant market that has been affected by 
the avian flu is China. As we have previously stated, if the 
avian flu outbreak were to effect the entire country of China 
for up to two months (through the end of March 2004) with 


sales declines m the range of 20% at KFC, 2004 diluted EPS 
results for the Company would be unfavorably impacted by 
up to $0.02. We have incorporated this Doteniial unfavorable 
impact in our operating plans and outlook, 

AmeriServe and Other Charges (Credits) 

During 2004, we expect to recover approximately $10 million 
related to recoveries from the AmeriServe bankruptcy reor¬ 
ganization process. We expect that this will substantially 
complete our recoveries related to the Ameri Serve bank¬ 
ruptcy reorganization process. See Note 7 for a detailed 
discussion of Ameri Serve and other charges (credits). 

CRITICAL ACCOUNTING POLICIES 

Our reported results are impacted by the application of 
certain accounting policies that require us to make subjec¬ 
tive or complex judgments. These judgments involve 
estimations of the effect of matters that are inherency 
uncertain and may significantly impact our quarterly or 
annual results of operations or financial condition. Changes 
in the estimates and judgements could significantly affect 
our results of operations, financial condition and cash flows 
in future years. A description of what we consider to be our 
most significant critical accounting policies follows. 

Impairment dr Disposal of Long-Lived Assets 
We evaluate pur long-lived assets for impairment at the 
individual restaurant level. Restaurants held and usatl are 
evaluated for impairment on a semi-annual basis or when¬ 
ever events or circumstances indicate that, the carrying 
amount of a restaurant, may riot be recoverable (including 
a decision to close a restaurant). Our semi-annual test 
includes those restaurants that have experienced two 
consecutive years of operating losses. These impairment 
evaluations require an estimation of cash flows over the 
remaining useful life of the primary asset of the restaurant, 
which can be for a period of over 20 years, and any terminal 
value. We limit assumptions about important factors such 
as sales growth and margin Improvement to those that are 
supportable based upon our plans for the unit and actual 
results at comparable restaurants. 

If the long-lived assets of a restaurant on a held and 
used basis are not recoverable based upon forecasted, 
un disco unted cash flows, we write the assets down to their 
fair value. This fair value is determined by discounting the 
forecasted cash fiows, including terminal value, of the 
restaurant at an appropriate rate. The discount rate used 
is our cost of capital, adjusted upward when a higher risk 
is believed to exist. 

When Il ls probable that we will sell a restaurant, 
we write down the restaurant to its fair value. We often 
refranchise restaurants im groups and therefore perform 
impairment evaluations at the group level. Fair value is 
based on the expected sales proceeds less applicable 
transaction casts. Estimated saies proceeds are based 
on the most relevant of historical sales multiples or bids 


from buyers, an d have historically been reasonably accurate 
estimations of the proceeds ultimately received. 

See Note 2 for a further discussion -of our policy 
regarding the impairment or disposal of long-lived assets. 

Impairment of Investments in Unconsolidated Affiliates 
We record impairment charges related to an Invest¬ 
ment in an unconsolidated affiliate whenever events or 
circumstances indicate that a decrease in the value of an 
investment has occurred which is other than temporary. In 
addition, we eva'uyte our n vestments in unconsolidated 
affiliates for impairment when they have experienced two 
consecutive years of operating Josses. Our Impairment 
measurement test for an investment in an unconsolidated 
affiliate is similar to that for our restaurants except that we 
use discounted cash flows after interest and taxes instead 
of discounted cash flows before interest and taxes as used 
for our restaurants. The fair value of our investments in 
unconsolidated affiliates is generally significantly rn excess 
of their carrying value. 

See Mote 2 for a further discussion of our policy 
regarding the impairment of investments : n unconsolidated 
affiliates. 

Impairment pf Goodwill and IndefirfitfMJvert 
Intangible Assets 

We evaluate goodwill and indefinite-lived intangible assets 
for impairment on an annual basis or more often if an event 
occurs or circumstances change that indicates impairment 
might esist. Goodwill is evaluated for impairment through 
the comparison of fair value of our reporting units to their 
carrying values. Our reporting units are our operating 
segments in the U.S, and our business management units 
internationally (typically individual countries). Fair value is 
the price a willing buyer would pay for the reporting unit, 
and ?s generally estimated by discounting expected future 
cash flows from the reporting units over twenty years plus 
an expected terminal value. We limit assumptions about 
important factors such as sales growth and margin improve¬ 
ment to those that are supportable based upon our plans 
for the reporting unit. 

For 2003, there was no impairment of goodwill rdentr- 
fied during our annual impairmeni testing. For our reporting 
units with goodwill, the fair value is generally significantly 
in excess of the recorded carrying value. Thus, we do not 
believe that we have materia t goodwill that is at risk to be 
impaired given current business performance. For 2002, 
we impaired $5 million of goodwill related to the Pizza Nut 
France reporting unit. 

Our impairment test for indefinite-lived intangible 
assets consists of a comparison of the fair value of the 
asset with its carrying amount. Our indefmile-flved intangible 
assets cons let of values assigned to trademarks/ brands 
of which we have acquired ownership (or the right to a 
oerpetual royalty-free license in the case of A &Wj. We 
believe the value of these trademarks/brands is derived 


from the royalty we avoid. In i he case of Company stores, or 
receive, m the case of franchise stores, due to our owner¬ 
ship of or royalty-free license of the trademarks/ brands. 
Thus, anticipated safes are the most important assumption 
in valuing trade marks/brands. We limit assumptions about 
sales growth, as well as other factors mpacting the fair 
value calculation, to those that are supportable based on 
our plans for the applicable Concept. 

The most significant recorded trademark/brand assets 
resulted when we acquired YGR in 2002. Upon this acqui¬ 
sition, $140 million and $72 million were allocated to the 
LJS and A&W trademarks/brands, respectively. The results 
generated to date from the YGR acquisition on an overall 
basis have met our expectations. We also now believe 
opportunities exist beyond those assumed in justification 
of our acquisition pnee wtth regard to increased penetra¬ 
tion of US r for both stand-alone units and as a multi brand 
partner. Accordingly, we now believe our system^ devel¬ 
opment capital, at least through the term of our current 
projections, will be primarily directed towards LJS. 

The decision to focus short-term development on 
increased penetration of LJS and discretionary capital 
spending limits have resulted in less than originally planned 
development of A&W in the near term. Additionally, while we 
continue to view A&W as a viable multi brand partner, subse¬ 
quent to acquisition we decided to close or refranchise all 
Company-owned A&W restaurants that we had acquired. 
These restaurants were lowwolume, mail^iased units, that 
were inconsistent with the remainder of our Company- 
owned portfolio. We Incorporated these plans into our fa/ - 
value estimates of the U5 and MWtrademarks/brands in 
2003, As sales projections for US were in excess of those 
originally assumed when valuing the US trademark/brand, 
the trademark/brand's current fair value is in excess of Its 
carrying value. Goth the decision to close the Company- 
owned MW units and the decision to focus on short-term 
development opportunities at US negatively impacted the 
fair value of the A^W trade mark/brand. Accordingly, we 
recorded a charge Of $5 million rn 2003 to write the value 
of A&W tradem ark/bra nd down to its fair value. 

While we believe the sales assumptions used in our 
determination of the fair value of the A&W trademerk/drand 
are reasonable and consistent with our operating plans 
and forecasts, fluctuations in the assumptions would 
have impacted our impairment calculation. If the long-term 
rate of sales growth used in our determination of the fair 
value of the A&W trade mark/brand would have been one 
percentage point higher, the trade mark/ brand would not 
have been Impaired. Alternatively, if the long-term rate of 
sales growth would have been one percentage point lower, 
add-tional impairment of approximately $4 million would 
have been recognized. 

See Note 2 for a further discussion of our policies 
regarding goodwill and indefinite-lived intangible assets. 


Allowances for Franchise and License Receivable* 
and Contingent Liabilities 

We reserve a franchisee’s or licensee's entire receivable 
balance based upon p re-defined aging criteria and upon 
me occurrence of other events ihu‘ ndicate that we may 
not collect the balance due. As a result of reserving using 
this methodology, we have an immaterial amount of receiv¬ 
ables that are pest due that have not been reserved for at 
December 27,2003. See Mote 2 for a further discussion of 
our policies regarding franchise and license operations. 

Primarily as a result of our ^franchising efforts, we 
remain liable for certain lease assignments and guaran¬ 
tees- We record a liability for our exposure under these 
lease assignments and guarantees when such exposure is 
prone be and estimable. At December 27, 2003. we have 
recorded an immaterial liability for our exposure which we 
consider to be probable and estimable. The potential total 
exposure under such eases is significant, with £326 million 
representing the present value of the minimum payments of 
the assigned teases at December 27 ? 2003, discounted at 
our pre-tax cost of debt. Current franc“ u sees are the primary 
lessees under the vast majority of these leases. We gener¬ 
ally have cros&defeul! provisions with these franchisees 
that would put them in default of their franchise agreement 
in the event of non-payment under the lease. We believe 
these cross-default provisions significantly reduce the risk 
that we will be required to make payments under these 
teases and, historically, we have not been required to make 
such payments >n significant amounts. See Note 24 for a 
111 r■ er c scussicr pf oiir lease guarantees. 

Self-Insured Property and Casualty Losses 

We record our best estimate of the remaining cost to settle 
incurred self-insured property and casualty claims. The esti¬ 
mate is based on the results of an independent actuarial 
study and considers histories claim frequency and severity 
as well as changes in factors such as our business envi¬ 
ronment, benefit levels, medical costs and the regulatory 
environment that could impact overall seff-insuranee costs. 
Additionally, a risk margin to cover unforeseen events that 
may occur over the several years it takes for claims to settle 
is included in our reserve r increasing our confidence level 
that the recorded reserve is adequate. 

See Note 24 for a further discussion of our insurance 
programs. 

Income Tax Valuation Allowances and Tax Reserves 

At December 27, 2003 f we have a valuation allowance of 
$183 million primarily to reduce our net operating loss and 
tax credit carryforwards of $231 million to an amount that 
will more likely than not be realized. These net operating 
loss and tax credit carryforwards exist in many state and 
foreign jurisdictions and have varying carryforward periods 
end restrictions on usage. The estimation of future taxable 
income in these state and foreign jurisdictions and our 


resulting ability to utilize net operating loss and tax credit 
carryforwards can significantly change based on future 
events, including our detenminations as to the feasibility 
ot certain tax pfenning strategies. Thus, recorded valuation 
allowances may bo subject to material future changes. 

As a matter of course, we are regularly audited by 
federal, state and foreign tax authorities. We provide 
reserves for potential exposures when we consider Et 
probable that a taxing authority may take a sustainable 
position on a matter contrary to our position. We evaluate 
these reserves, including interest thereon, on a quarterly 
basis to insure that I hey have been appropriately adjusted 
for events that may impact our ultimate payment fur such 
exposures. 

See Note 22 for a further discussion of our Income 
taxes. 

QUANTITATIVE AND QUALITATIVE DISCLOSURES 
ABOUT MARKET RISK 

The Company is exposed to financial market risks associ¬ 
ated with interest rotes, foreign currency exchange rates 
and commodity prices. In the normal course of business 
and in accordance with our j>oiteics. we manage these risks 
through a variety of strategies, which may include the use 
of derivative financial and commodity instruments to hedge 
our underlying exposures. Our policies prohibit the use of 
dersvalive instruments for trading purposes, and we have 
procedures in place to monitor and control their 

Interest Rate Risk 

We have a market risk exposure to changes in interest rates, 
principally in the United States. We attempt to minimize this 
risk and lower our overall borrowing costs through the utili¬ 
zation of derivative financial Instruments, primarily interest 
rate swaps. These swaps are entered into with financial 
institutions and have reset dates and critical terms that 
match those of the underlying debt. Accordingly, any change 
in market value associated with interest rate swaps is offset 
by the opposite market Impact on the related debt. 

At December 27. 2003 and December 28, 2002, a 
hypothetical 100 basis point increase in short-term interest 
rates would result in 0 reduction of approximately $3 minion 
and $6 million, respectively, in annual income before 
income taxes. The estimated reductions are based upon 
the level of variable rate debt and assume no changes in the 
volume or composition of debt. In addition, the fair value of 
our derivative financial instruments at December 27, 2003 
and December 28, 2002 would decrease approximately 
$5 million and $8 million, respectively. The fair value of 
our Senior Unsecured Notes at December 27, 2Q03 
and December 28, 2002 would decrease approximately 
$87 million and $93 million, respectively. Fair value was 
determined by discounting the projected cash flows. 


imJ m 


Foreign Currency Exchange Rate Risk 
international operating profsi constitutes approximately 36'^ 
Of our operating profit in 2003, excluding unallocated and 
corporate expenses. In addition, the Company's net asset 
exposure (defined as foreign currency assets Fess foreign 
currency liabilities) totaled approximately $1.3 billion as 
of December 27, 2003. Operating in international markets 
exposes the Company to movements in foreign currency 
exchange rates. The Company's primary exposures result 
from our operations Asia-Pacific, the Americas and 
Europe. Changes in foreign currency exchange rates would 
impact the transFation of our investments in foreign opera¬ 
tions,. the fair value of our foreign currency denommated 
financial instruments and our reported foreign currency 
denominated earn mgs and cash flows. For the fiscal year 
ended December 21, 2003. operating profit would have 
decreased $49 million if all foreign c urgencies had uniformly 
weakened 10% relative to the U,S r dollar. The estimated 
reduction assumes no changes in sales volumes or local 
currency sales or input prices. 

Wo attempt to minimize the exposure related to our 
investments in foreign operations by financing those 
investments with local currency debt when practical and 
holding cash In local currencies when possible. In addition, 
we attempt to minimize the exposure related to foreign 
currency denominated financial instruments by purchasing 
goods and services from th rd parties in local currencies 
when practical. Consequently, foreign currency denominated 
financial instruments con sis 1 primarily of intercompany 
shortiterm receivables and payables. At times, we utilize 
forward contracts to reduce our exposure related to these 
foreign currency denominated financial instruments The 
notional amount and maturity dates of these contracts 
match those of the underlying receivables or payables 
such that our fore?gn currency exchange risk related tc 
these instruments is elrminated. 

Commodity Price Risk 

We are subject to volatility in food costs as a result ot 
market risk associated with commodity prices. Our ability 
to recover Increased costs through higher pricing is r at 
times, limited by the competitive environment in which we 
operate. We manage our exposure to this risk primarily 
through pricing agreements as well as f on a limited basis, 
commodity future and option contracts. Commodity future 
and option contracts entered into for the fiscal years 
ended December 27. 2003, and December 28. 2002, did 
not significantly impact our financial position, results of 
operations or cash flows. 


CAUTIONIRT STATEMENTS 

From time to time, in both written reports and oral state¬ 
ments, we present "forward-looking statements'' within the 
meaning of Section 27A of the Securities Act of 1933, as 
amended, and Section 2 IE of the Securities Exchange Act 
of 1934, os amended- The statements include these iden¬ 
tified by such words as “may." “wili," "expect," * project." 
"anticipate," "believe," "plan” and other similar terminology. 
These 11 forward-looking statements" reflect our current 
expectations regarding future events arid operating and 
financial performance and are based upon data available at 
the time of the statements. Actual results Involve risks and 
uncertainties, including both those specific to the Company 
and those specific to the industry, and could differ materially 
from expectations. 

Company risks and uncertainties include, but are not 
limited to, potentially substantial tax contingencies related 
to the Spin-off, which, if they occur, require us to indemnify 
PepsiCo, Inc.; changes in effective tax rates; our debt 
leverage and the attendant potential restriction on our 
ability to borrow in the future; potential unfavorable vari¬ 
ances between estimated and actual liabilities; our ability 
to secure distribution of products and equipment to our 
restaurants on favorable economic terms and our ability to 
ensure adequate supply of restaurant products and equip¬ 
ment in our stores; effects and outcomes of legal claims 
involving the Company; the effectiveness of operating initia¬ 
tives and advertising and promotional efforts; the ongoing 
financial viability of our franchisees and licensees; the 
success of our ref ranch ising strategy; volatility of actuarial^ 
determined losses and loss estimates; and adoption of new 
or changes in accounting policies and practices including 
pronouncements promulgated by standard setting bodies. 

Industry risks and uncertainties include, but are not 
limited to, economic and political conditions in the countries 
and territories where we operate, including effects of war 
and terrorist activities; changes in legislation and govern¬ 
mental regulation; new product and concept development 
by us and/or our food industry competitors; changes in 
commodity, labor, end other operating costs; changes in 
competition in the food industry: publicity which may impact 
our business and/or industry: severe weather conditions; 
volatility of commotirty costs; increases in minimum wage 
and other operating costs; availability and cost of land and 
construction: consumer preferences, spending patterns 
and demographic trends; political or economic instability 
in local markets and changes in currency exchange and 
interest rates; the impact that any widespread illness or 
general heallh concern may have on our business and/or 
the economy of the countries in which we operate. 
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Consolidated Statements of Income 


i sen I years e-’rled December 2 ‘ 20071 Decemhp’ 28, 2002 ani December 25. 2003 


■;im mil items, except oer share data) 

2003 

2002 

2001 

Revenues 

Company sales 

$ 7,441 

£6,851 

$6,138 

Franchise and license fees 

933 

866 

815 


8,330 

7,757 

6,953 


Cost* and Expanses, net 
Com party restaurants 


Food and paper 

2,300 

2,109 

1.908 

Payroll and employee benefits 

2,024 

1.875 

1,655 

Occupancy and other operating, expenses 

2,013 

1,866 

1,653 


6.337 

5,790 

5,232 

General and administrative expenses 

945 

913 

796 

Franchise and license expenses 

28 

49 

55 

Facility actions 

36 

32 

1 

Other (Income} expense 

(41) 

i,30) 

(23) 

Wrench litigation 

42 

— 

— 

Ameriserve and other charges (credits) 

(26) 

(27) 

(3) 

Total costs and expanses, net 

7,321 

6,727 

6,062 

Operatic Profit 

1,059 

l r 03G 

391 

Interest expense, net 

173 

172 

158 

Income Before Income Taxes and Cumulative Effect of Accounting Change 

566 

358 

733 

Income tax prevision 

268 

275 

241 

Income before Cumulative Effect of Accounting Change 

618 

583 

492 

Cumulative effect of accounting change, net of lax 

(i) 

— 

— 

Net Income 

$ 617 

$ ES3 

$ 492 

Saule Earnings Per Common Share 

$ 2.10 

% 1.97 

$ 1.68 

Diluted Earnings Per Commrm Share 

$ 202 

$ 1.83 

$ 1.62 


See aocorfrpar^’iiift Notes to Consciideted F-nareia- Slaletttgnt*. 



















































Consolidated Statements of Cash Flows 


Fisc-it* .’isars • ngati December ."•? 7UU3, Decc-mbei 28- 20 :j 2 n.'id Dr*cfcrr-l:rer 29 300; 


[in mll3K7nsl 

2003 

2002 

2001 

Cash Flows—Operating Activities 




Net income 

£ &17 

t 583 

$• 492 

Adjustments to reconcile net income to net cash prodded toy operating activities: 




Cumulative effect of accounting change, nc-i of ta* 

i 

— 

— 

Deprecation aid amortization 

401 

370 

354 

Facility actions 

30 

32 

t 

Wrench litigation 

42 

— 

— 

AmenServe and other charges (credits) 

f3) 

— 

m 

Contributions to defined benefit pension p^ans 

(132) 

(28) 

(48} 

Other tliabilities and deferred credits 

17 

(12) 

37 

Deferred Income taxes 

[23} 

21 

(72) 

Other non-cash charges and credits, net 

32 

36 

15 

Changes in operating working capital, excluding effects of acquivdons and dispose ions: 




Accounts and notes receivable 

2 

32 

lie 

inventories 


11 

(8) 

Prepaid expenses ana other current assets 

— 

19 

(3) 

Accounts payable- and other currori had ities 

(32] 

(371 

(13) 

Income taxes payable 

36 

59 

(33) 

Net change m operating working capita: 

65 

84 

59 

Net Cash Provided by Operating Activities 

1,053 

l s OBS 

832 

Cash Rows — Investing Activities 




Capital spending 

(6 63) 

(760) 

(636) 

Proceeds from retrench-sing of restaurants 

32 

81 

111 

Acquisition of Yorkshire Global Restaurants, lne> 

— 

(275) 

— 

Acquisition of restaurants From franchisees 

(41} 

(13) 

(108) 

Short-term investments 

13 

9 

27 

Sales of property, plant and equipment 

46 

58 

57 

Other. e>et 

34 

15 

46 

Net Cash Used in investing Activities 

(Si9) 

(885) 

{503) 


Cash Flow*—Financing Activities 


Proceeds from Senior Unsecured Notes 

— 

398 

842 

Revolving Credit Facility activity, by original maturity 




Three months or less, net 

(153) 

59 

1943) 

Proceeds from long-term debt 

—- 

— 

t 

Repayments of long-term debt 

(17) 

(511) 

(253) 

Short-term borrowmgs-three months or less, net 

(137) 

( 15 } 

53 

Repurchase shares of common stock 

(273) 

(223) 

(100) 

Employee stoefc option proceeds 

±10 

125 

58 

Other, net 

— 

(15) 

(10) 

Net Cash Used in Financing Activities 

(475} 

0.87} 

(352) 

Effect of Exchange Pate on Cash and Cash Equivalents 

3 

4 

— 

Net Increase (Decrease} in Cash aod Cash Equivalents 

62 

20 

(23) 

Cash and Cash Equivalents — Beginning of Year 

130 

110 

133 

Cash and Cash Equivalents—End of Year 

£ 192 

$ 130 

£ 110 


Set JL.-r.t*npariy r£ Nor*:. ID Cun-.Hi Finsncia-! 
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Consolidated Balance Sheets 


December 27, 2003 and December 28. 2002 


(In millions} 2003 2002 


ASSETS 
Current Assets 


Cash and cash equivalents 

Shan term investments, at cost 

Accounts and notes receivable, less allowance: £28 in 2003 or-d 542 in 2002 

Inventories 

Assets classified os held for sate 

Prepaid expenses and other current assets 

Deferred income taxes 

S 192 

IS 

169 

67 

96 

102 

165 

$ 130 

27 
168 
63 
111 
110 

121 

Total Current Assets 

806 

730 

Property, p!anl and equipment, rel 

3,280 

3,037 

Goodwill 

521 

485 

Intang-ible assets, net 

357 

364 

Investments in unconsolidated affiliates 

184 

229 

Other assets 

472 

555 

Total Assets 

6 5.620 

$ 5.400 

LIABILITIES AND SHAREHOLDERS EQUITY 

Current Liabilities 

Accounts payable and other current liabilities 

S 1,213 

S 1,166 

income taxes payable 

233 

208 

Shor l-term borrowings 

10 

146 

Total Current Liabilities 

1,461 

1,520 

Long-term debt 

2,056 

2,299 

Other liabilities and deferred credits 

983 

9a r 

Total Liabilities 

4,500 

4.806 

Shareholders' Equity 

Preferred stock, no par value, 250 shares authorized; no shams issued 

— 

— 

Common stock, no par value, 750 shares authorized; 292 shares und 

294 shares ‘-ssued in 2003 and 2002, respectively 

916 

1,046 

Retained earnings (accumulated deficit! 

414 

(203) 

Accumulated othe r curmrehonsiva income doss) 

(£10) 

(249) 

Total Shareholders' Equity 

1120 

594 

Total Liabilities and Shareholders' Equity 

S 6,620 

$6,400 


Se* fljKOfTTipBrrir^ Ngies to Corcwlsdotcd Financial StatemefUB. 
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Consolidated Statements of Shareholders’ Equity (Deficit 
and Comprehensive Income 


v n ■ l" • • • * 1 ‘ 1 i, ■ be' and ■■ ■ -iber _':f. "'Doi 





Hera ned 

Accumulated 





Fuming* 

Other 



IS3I ie<! Common Stivik 

I'AccurrnclEStsd' 

0iXi>prehBn5Pve 


iin mitansi 

Snares 

Amount 

Deficit! 

lpp3m« (loss) 

Total 

Balance at December 30, 2000 

294 

$ 1.133 

$(1,278; 

S (177) 

$ (322: 

Net income 



492 


492 

Foreign currency translation adjustment 

Net unrealized less cm derivative instruments 




(5) 

(5) 

i'-net of tax benefits of $-.1 imiliion;' 

Minimum penman liability adjustmen: 




£1) 

(1) 

(net of tax benefits of $14 million) 




(24) 

(24) 

Com pFehensive ! ricome 





462 

Repurchase of shares of common stock 

Employee stock option exercises 

(SJ 

fioc?) 



(100) 

(Includes tax benefits of $13 million) 

4 

58 



58 

Compensation-^eiated events 


6 



6 

Balance el December ?§, 2001 

293 

$ 1.097 

$ (786) 

6(207) 

S 104 

Net income 



£83 


583 

Foreign currency translation adjustment 

Net unrealized loss on derivative instruments 




6 

6 

(net uf tax benefits of $1 million) 

Mmimum pension liability adjustment 




(I) 

(1) 

(net of tax benefits of $29 millrcmt 




(47) 

(47) 

Comprehensive Income 





541 

Repurchase of shares cf common stock 

Employee stock option exercises 

m 

(223) 



1228) 

(includes tax benefits or $45 million) 

9 

174 



174 

Com pensatfcmrel ated events 


3 



3 

Balance at December 28, 2Q02 

294 

$ 1,046 

$ )203) 

$ (249) 

$ 594 

Net income 



617 


617 

Foreign currency translation adjustment 
arising during the perrod 

Foreign currency translation adjustment 




67 

67 

included m net income 

Mimrnum pension liability adjustment 




2 

2 

(net of tax benefits of $18 million) 




(30) 

(30) 

Comprehensive Income 





656 

Repurchase of scares of common stock 

Emprnyee stock option exercises 

O) 

(278) 



(270) 

(includes tax benefits of $26 million) 

7 

136 



136 

Compensation-related events 


12 



12 

Balance at December 27, 2003 

292 

S 916 

S 414 

$ (210) 

51,120 


S&e ncccirniar^iifig Notes to Consieilleuiied Financial ^Lailoncnts. 





























Notes to Consolidated Financial Statements 


tabular -mounts ir millions except sirwe data;- 



DESCRIPTION QF BUSINESS 


YUMI Brands f Inc, and Subsidiaries (collectively referred 
to as "YUM" Of the “Company"! comprises the worldwide 
operations of KFC, Pazza Hut, Taco Bell and since May 7, 
2002, Lang John Silver's I “US*) and A&W AU-American Food 
Restaurants ("A&W*) (collectively the "Concepts”)-, which 
were added when we acquired Yorkshire Global Restaurants, 
Inc. ("YGR n |. YUM is Ihe world’s largest quick service restau¬ 
rant company based on the number of system units, with over 
33,000 units in mom than 100 countries and territories of 
which approximately 37% are located outside the LLSL YUM 
was created as an independent, publicly owned company on 
October 6, 1997 (the "Spin-off Date") via a tax-free distribu¬ 
tion by our former parent PepsiCo. Inc (“PepsiCo*of our 
Common Stock (the ''Distribution" or "SpitvofT) to its share¬ 
holders. References to YUM throughout these Consolidated 
Financial Statements are made using the first person nota¬ 
tions of "we." "us " or "our." 

Through cur widely-recognized Concepts, we develop, 
operate, franchise and license a system of both traditional 
and non-trarational quick service restaurants. Each Concept 
has proprietary menu items and emphasizes the prepara 
lion of food with high quality ingredients as well as unique 
recipes and special seasonings to provide appealing, tasty 
and attractive food at competitive prices. Our traditional 
restaurants Feature dine-ln, carryout and. in some instances, 
drive-thru or delivery service. Non-traditional units, which 
are principally licensed outlets, include express units and 
kiosks which have a more limited menu and operate in non- 
traditional locations like airports, gasoline service stations, 
convenience stores, stadiums, amusement parks and 
colleges, where a full-scale traditional outlet would nnt be 
practical or efficient. We are actively pursuing the strategy 
of multibranding, where two or more of our Concepts are 
operated In a single unit, in addition, we are testing multF 
brending options involving one of our Concepts and either a 
concept in development, such as Pasta Bravo, ora concept 
not owned or affiliated with YUM. 



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Our preparation of the accompanying Consolidated Financial 
Statements in conformity with accounting pnneiples gener¬ 
ally accepted in the United States of America requires us 
to make estimates and assumptions that effect reported 
amounts of assets and i labilities, disclosure of coni in- 
gene assets and liabilities at the date of the financial 
statements, and the reported amounts of revenues and 
expenses during the reporting period. Actual results could 
differ from the estimates. 


PrfrralpJes of Consolidation and Basis of Preparation 

Intercompany accounts and transactions have been elimi¬ 
nated. Certain investments n businesses than operate our 


Concepts are accounted for by die equity method. Generally, 
we possess 50% ownership of and 5G% voting rights over 
these affiliates. Our lack of majority voting rights precludes 
us from controlling these affiliates, and thus we do not 
consolidate these affiliates. Out share of the n el income or 
loss of those unconsolidated affiliates is included in other 
(income) expense. 

We participate in various advertising cooperatives with 
our franchisees and licensees. In certain of these coopera¬ 
tives we possess majority voting rights, and thus control 
the cooperatives. As the contributions to the cooperatives 
are designated for advertising expenditures, any cash 
held by these cooperatives ra considered restricted and 
Is Included in prepaid expenses and other current assets. 
Such restricted cash was approximately $34 million and 
$44 million at December 27. 2003 and December 28, 
2002. respectively. As the contributions to tnese coopera 
fives are designated and segregated for advertising, we 
act as an agent for the franchisees and licensees with 
regard to these contributions. Thus, n accordance with 
Statement of Financial Accounting Standards FSFAS ; 
Mo. 45, "Accounting for Franchise Fee Revenue." we do not 
reflect franchisee and licensee contributions to these coop¬ 
eratives ;,n our Consolidated Statements of Income. 

Fiscal Ye or 

Our fiscal year ends on the last Saturday in December 
and, as a result, a fifty-third week is added every five or six 
years. Fiscal year 2000 included 53 weeks. The Company's 
next fiscal year with 53 weeks will be 2005. The first Lhree 
quarters of each fiscal year consist of 12 weeks and The 
fourth quarter consists of 17 weeks in fiscal years wrm 53- 
weeks and i6 weeks in fiscal years with 52 weeks. 0u f 
subsidiaries operate on similar fiscal calendars with period 
end dates suited to their businesses. The subsidiaries’ 
period end dates are within one week of YUM s period end 
date with the exception of our international businesses, 
which close one period or one month earlier to facilitate 
consolidated reporting. 

Reclassifications 

We have reclassified certain stems in the accompanying 
Consolidated Financial Statements and Notes thereto for 
prior periods to be comparable with the classification for the 
fiscal year ended December 27, 2003. These reclassifica¬ 
tions had no effect on previously reported net income. 

Franchise and License Operations 

We execute franchise or license agreements for each unit 
which sets out me terms of our arrangement with the 
franchisee or licensee. Our franchise and license agree- 
menu, typically require the franchisee or icensee «u pay 
an nillaL non-refund able fee and continuing fees based 
upon a percentage of sales. Subject, to our approval ana 
payment of a renewal fee, a franchisee may generally renew 
the franchise agreement upon Its expiration. 

We recognize initial fees as revenue when we have 
performed substantially all initial services required by the 



franchise or license agreement, which rs generally upon the 
opening of a store. We recognize continuing fees os earned. 
We recognize renewal fees In ncome when a renewal agree- 
meni becomes effective. We include initial fees collected 
upon the sale of a restaurant to a franchisee in retrench I sing 
gains bosses). Fees for development rights are capitalized 
and amortized over the >fe of the development agreement. 

Wc incu r expenses that benefit both our franchise and 
license communities and their representative organizations 
and our company operated restaurants. These expenses, 
along with other costs of servicing of franchise and license 
agreements are charged to general and administrative 
expenses as incurred. Certain direct costs of our fran¬ 
chise and -cense opera ho ns are charged to franchise and 
license expenses. These costs include provisions for esti¬ 
mated uncollectible fees, franchise and license marketing 
funding, amortization expense for franchise related intan 
gible assets and certain other direct incremental franchise 
and license support costs. Franchise and license expenses 
also includes rental Income from subleasing restaurants to 
franchisees net of the related occupancy costs. 

We monitor the financial condition of our franchisees 
and licensees and record provisions for estimated losses 
on receivables when we believe that our franchisees or 
licensees are unable to make their required payments. 
While we use the best information available in making our 
determination, the ultimate recovery of recorded receivables 
ri also dependent upon future economic events and other 
conditions that may be beyond our control* Included In 
franchise and license expense in 2003 is a net benefit for 
uncollectible franchise and license receivables of $3 million 
as we were a hie to recover previously reserved receivables 
in excess of provisions made. Net provisions for uncollect 
ible franchrse and license receivables of $16 million and 
324 million 'wore Included m franchise and license expense 
in 2002 aim 2QQI H respectively. 

Direct Marketing Costs 

We report substantially all of our direct marketing costs in 
occupancy and other operating expenses. We charge direct 
marketing costs to expense ratably in relation to revenues 
over the year in which incurred and, In the case at adver¬ 
tising production costs, in the year the advertisement is first 
shown. Deferred direct marketing costs, which are classified 
as prepaid expenses, consist of media and related adver¬ 
tising production costs which will generally be used for the 
first time m the next fiscal year, To the extent we participate 
in advertising cooperatives* we expense our contributions 
as incurred. At the end of 2003 and 2002, we had deferred 
marketing costs of $3 minion and $8 million, respectively. 
Our advertising expenses were 341& million, $384 million 
and S3 28 million in 2003, 2002 a rad 2001. respectively. 

Research and Development Expenses 

Research and development expenses, wrifCh we expense as 
incurred, are reported in general and administrative expenses. 
Research and development expenses were 326 million in 
2003 and 323 million in both 2002 and 2001. 


JfflpaA’rtiant or Dispose of Lofig-Uvetf Assets 

Effective December 30, 2001. the Company adopted 
SFAS No. 144, “Accounting ror the impairment or Disposal 
of Long Lived Assets" rSFAS 144 - }, SFAS 144 retained 
many of the fundamental provisions of SFAS No, 121, 
"Accounting tor the impairment of Long-Lived Assets and 
*or Long-Lived Assets to Be Disposed Of if SFAS 121 "l but 
resolved certain implementation issues associated with that 
Statement. The adoption of SFAS 144 did not have a mate¬ 
rial impact on the Consolidated Financial Statements. 

In accordance with SFAS 144, we review our long-lived 
assets related to each restaurant to be held and used in 
the business, including any allocated intangible assets 
subject to amortization, semi-annually for impairment, or 
when ever events or changes in circumstances indicate that 
the carrying a mo uni of a restaurant may not be recover¬ 
able. We evaluate restaurants usmg a "two-year history 
of operating losses" as our primary indicator of potential 
impairment. Based on the best Information available, we 
write down an impaired restaurant to its estimated fair 
market value, which becomes its new cost basis. We gener¬ 
ally measure estimated fair market value by discounting 
estimated future cash flows, In addition., when we decide 
to close a restaurant it is reviewed tor Impairment and 
depreciable lives are adjusted. The impairment evaluation 
is based on the estimated cash flows from continuing 
use through the expected disposal date and the expected 
term Inal value. 

The Company has adopted SFAS No, 146, "Accounting 
for Costs Associated with Exit or Disposal Activities” 
("SFAS 146”). effective for exit or disposal activities that 
were initiated after December 31, 2002. Costs addressed 
by SFAS 146 include costs to terminate a contract that is 
not a capital lease, costs of involuntary employee termina¬ 
tion benefits pursuant to a one-time benefit arrangement, 
costs to consolidate facilities and costs to relocate 
employees. SFAS 146 changes the timing of expense recog¬ 
nition for certain costs we incur while closing restaurants 
or undertaking other exti or disposal activities; however, 
the timing difference is not typically significant in length. 
Adoption of SFAS 146 did not have a material impact on 
our Consolidated Financial Statements for the year ended 
December 27. 2003, 

Store closure costs include costs of disposing of the 
assets as well as other facility-related expenses from previ¬ 
ously closed stores. These store closure costs are generally 
expensed as incurred. Additionally, at the date we cease 
using a property under an operating lease, we record a 
liability for the net present value of any remaining lease 
obligations, net of estimated sublease income, if any. 

Rof ran chi sing gains : losses) Includes the gains or 
Josses from the sales of our restaurants to new and existing, 
franchisees and the related initial franchise fees, reduced by 
transaction costs and direct administrative costs of re fran¬ 
chising* In executing, our refranchising initiatives, we most 
often offer groups of restaurants. Wo classify restaurants 



as field for sale arid suspend depredation and amortization 
when (a) we make a decision to refranchise; (b) the stones 
can be immediately removed; from operations; <cj we Have 
begun an active program to locate a buyer; (d) significant 
changes to the plan of sale are riot likely: and (e;* the sale 
is probable within one year. We recognize estimated losses 
on ^franchisings when the restaurants are classified as 
held for sale. We recognize gains on restaurant refranchis- 
ings when the sale transaction doses, the franchisee has a 
minimum amount of the purchase price in at-risk equity, and 
we are satisfied that the franchisee car. meet its financial 
obligations. If the criteria, for gain recognition are not met, 
we defer the gain to the extent we have a remaining financial 
exposure in connection with the sales transaction. Deferred 
gains are recognized when the gain recognition criteria are 
met or as our financial exposure is reduced. When we 
make a decision to retain a store previously held for sale, 
we revalue the store at the lower of its (a) net book value 
at our original sale decision date less normal depreciation 
and amortization that would nave been recorded during the 
period held for sale or (b) its current fair market value. This 
value becomes the stare's now cost basis. We charge (or 
credit:- any difference between the store's carrying amount 
and its new cost basis to ref ranch is mg gains (losses). 
When we make a decision to close a store previously held 
for sale, we reverse any previously recognized refranchising 
loss and then record impairment and store closure costs as 
described above. Retrench]sing gains (losses} also include 
charges for estimated exposures related to those partial 
guarantees of franchisee loan pools and contingent lease 
liabilities which arose from nefranchising activities. These 
exposures are more fully discussed in Note 24. 

SFAS 144 also requires the results of operations of a 
component entity that is classified as held for sale or has 
been disposed of be reported as discontinued operations 
in the Consolidated Statements of Income if certain condi¬ 
tions are met. These conditions Include elimination of the 
operations and cash flows of the component entity from 
the ongoing operations of the Company and no significant 
continuing involvement by the Company in the operations 
of the component entity after the disposal transaction. The 
results of operations of stores meeting both these condi¬ 
tions that were disposed of in 2003 or 2002 or classified 
as held for sale at December 27. 2003 or December 28, 
2002 were not material for any of the three years ended 
December 27. 20 03. 

Considerable management judgment is necessary 
to estimate future cash flows, including cash flows from 
continuing use, terminal value, closure costs, sublease 
income, and refranchising proceeds. Accordingly, actual 
results could vary significantly from our estimates. 

Impairment of divestments in Unconsolidated Affiliates 
We record Impairment charges related to an invest¬ 
ment in an unconsolidated affiliate whenever events or 


circumstances indicate that a decrease In the value of an 
investment has occurred which is other than temporary. In 
addition, we evaluate ous investments in unconsolidated 
affiliates for impairment when they have experienced two 
consecutive years of operating losses. Our impairment 
measurement test for an investment in an unconsolidated 
affiliate is similar to that for our restaurants except that we 
use discounted cash flows after interest and taxes instead 
of discounted cash flows before interest and taxes as used 
for our restaurants. 

Considerable management Judgment is necessary to 
estimate future cash flows. Accordingly, actual results could 
vary significantly from our estimates. 

Asset Retirement ONigetions 

Effective December 29, 2002, the Company adopted 
SFAS No, 143, "Accounting for Asset Retirement 
Obligations" ("SFAS 143"). SFAS 143 addresses the 
financial accounting and reporting for legal obligations 
associated with the retirement ot tangible long-lived assets 
and the associated asset retirement costs. As a result of 
obligations under certain leases that are within the scope 
of SFAS 143, the Company recorded a cumulative effect 
adjustment ot $2 million ($1 million aftertax) which did 
not have a material effect on diluted earnings per common 
share. The adoption of STAS 143 a so did not have a mate¬ 
rial impact on our Consolidated Financial Statements for 
I he year ended December 27, 2003. if SFAS 1.43 nad been 
adopted as of the beginning or 2002 or 2001, the cornu 
.aiive effect adjustment would not have been materially 
different from that recorded on December 29, 2002. 

Financial Instruments ivif/t Characteristics of doth 
(./abilities and Equity 

The Company has adopted SFAS No. 150. "Accounting for 
Certain Financial Instruments with Characteristics of both 
Liabilities and Equity" {“SFAS 150")- SFAS 150 establishes 
standards for how an Issuer classifies and measures three 
classes of freestanding financial instruments with charac¬ 
teristics of both liabilities and equity. It requires that an 
issue* classify a financial instrument that is within Its scope 
as a liability (or an asset in some circumstances). SFAS 150 
was effective for financial instruments entered into or modi¬ 
fied after May 31. 2003, and otherwise was effective at the 
beginning of the first interim period beginning after June 15, 
2DD3. The Company has not entered into or modified any 
financial instruments within the scope of SFAS 150 since 
May 31, 2003 r nor does it currently hold any significant 
financial instruments within its scope. 

Guarantees 

The Company has adopted: Financial Accounting Standards 
Board (“FASB") Interpretation No. 45, ^Guarantor’s 
Accounting and Disclosure Requirements for Guarantees, 
including Indirect Guarantees of Indebtedness to Others, an 
interpretation of FASB Statements No.5, 57 and 107 and a 
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rescission of rASB Interpretation No.34" ("FIN 45"). FIN 45 
elaborates on the disclosures to be made by a guarantor 
in Its interim and annual financial statements about its 
obligations under guarantees issued, FiM 45 a so clarifies 
that a guarantor ls required to recognize, at inception of 
a guarantee, a liability for the fair value of certain oblige 
tions undertaken. The initial recognition and measurement 
provisions were applicable to certain guarantees issued 
or modified after December 31 r 2002. While the nature of 
our business results in the issuance of certain guarantees 
from time to time, the adoption of FIN 45 did not have a 
material impact on our Consolidated Financial Statements 
for the year ended December 27, 2003. 

We have also issued guarantees as a result of 
assigning our interest in obligations under operating teases 
as a condition to the refranehising of certain Company 
restaurants. Such guarantees are subject to the require¬ 
ments of SFAS No, 145 P "Rescission of FASB Statements 
No. 4, 44 r and 64, Amendment of FASB Statement No. 13, 
and Technical Corrections" C3FAS 145*)* We recognise a 
liability for me fair value of such lease guarantees under 
SFAS 145 at their inception, with the related expense being 
included in retrenchising gams (losses). 

Casfr and Cash Equivalents 

Cash equivalents- represent funds we have temporarily 
invested (with original maturities not exceeding three 
months) as part of managing our day-today operating cash 
receipts and disbursements. 

inventories 

We value our inventories at the lower of cost (computed on 
the first-in, first out method) or net realizable value. 

Property. Plant and Equipment 

We state aroperty, plant and equipment at cost Jess 
accumulated depredation and amortization, impairment 
writedowns and valuation allowances. We calculate depre¬ 
dation and amortization on a straight-line basis over the 
estimated useful lives ot the assets as follows: 5 to 25 
years for buildings and improvements, 3 to 20 years for 
machinery and equipment and 3 to 7 years for capitalized 
software costs. As discussed above, we suspend deprecia¬ 
tion and amortization on assets related to restaurants that 
are held for sale. 

Inferiraf Development Costs and Abandoned Site Costs 

We capitalize direct costs associated with the site acqui¬ 
sition and construction of a Company unit on that site, 
inciudrng direct internal payroll and payroll-related costs. 
Only those site-specific costs incurred subsequent to the 
time that the site acquisition is considered probable are 
capitalized. If we subsequently make a determination that 
a site tor which internal development costs have been capi¬ 
talized will not be acquired or developed, any previously 
capitalized internal development costs are expensed and 
included ir general and administrative expenses. 


Goodwin and Intangibie Assets 

The Company has adopted SFAS No.141, Business 
Combinations" CSFAS 141"). SFAS 141 requires the use 
of the purchase method of accounting for all business 
combinations and modifies the application of the purchase 
accounting method. Goodwill represents the excess of the 
cost of a business acquired over the net of the amounts 
assigned to assets acquired, Including identifiable intan 
glble assets, and liabilities assumed, SFAS 141 specifies 
criteria la be used m determining whether intangible assets 
acquired in a business combination must be recognizee 
and reported separately from goodwill. We base amounts 
assigned to goodwill and other identifiable intangible assets 
on independent appraisals or internal estimates. 

The Company has also adopted SFAS No. 142. 
"Goodwill and Other Intangible Assets" ("SFAS 142"). 
SFAS 142 eliminates the requirement to amortize good¬ 
will and Indefinite lived intangible assets, addresses the 
amortization of intangible assets with a defined life, and 
addresses impairment testing and recognition for goodwill 
and indefinite-lived intangible assets, A$ a result of adopting 
SFAS 142 r we ceased amortization of goodwill and indefinite- 
lived intangible assets beginning December 30, 2001 Prior 
to the adoption of SFAS 142, we amortized goodwill on a 
straight line basis up to 20 years and ^definite- lived intan¬ 
gible assets on a straight-line basis over 3 to 40 years. We 
eveluaie the remaining useful life of an intangible asset that 
la not being amortized each reporting period to determine 
whether events and circumstances continue to support an 
Indefinite useful life. If an intangible asset that is not being 
amortized ss subsequently determined to have a finite useful 
life, we amortize Lhe Intangible asset prospectively over its 
estimated remaining useful life. Amortizable intangible 
assets, continue Co bo amortized on a straight-line oasis 
over 3 to 40 years. As discussed above, wo suspend a mo/ 
tization on those intangible assets with a defined life that 
are allocated to restaurants that are held for sale. 

In accordance with the requirements of SFAS 142, 
goodwill has been assigned to reporting units for 
purposes of impairment testing. Our reporting units are 
our operating segments in the U.S. (see Note 23) and 
our business management units internationally (typically 
Individual countries). Goodwill impairment tests consist 
of a comparison of each reporting unit's fair value with 
Its carrying value* The fair value of a reporting unit is the 
amount for which the unit as a whole could be sold in a 
current transaction between willing parries. We generally 
estimate fair value based on drscounted cash flows. If the 
carrying value of a reporting unit exceeds its fair value, 
goodwill is written down to its implied fair value. We have 
selected the beginning of our fourth quarter as the date 
on which to perform our ongoing annual impairment test 
tor goodwill . For 2003, there was no impairment of goodwill 
identified during our annual impairment testing. For 2002. 
goodwill assigned to the Pizza Nut France reporting unit was 


deerned impaired and written off The charge of $5 million 
was recorded in facility actions., 

For indefinite-lived intangible assets, our impairment 
test consists of a comparison of the fair value of an Intan¬ 
gible asset with its carrying amount. Fair value is the price a 
wii ing buyer wou -d pay fur the intangible asset and is gener¬ 
ally estimated by discounting the expected f uture cash flows 
associated with the intangible asset. We also perform our 
annual test for impairment of our indefinite-lived intangible 
assets at the beginning of our fourth quartet Our indefinite- 
lived intangible assets consist of values assigned to certain 
trade marks/brands we have acquired. When determining 
the fair value, we limit assumptions about important factors 
such as sales growth to those that are supportable based 
on our pians for the trademark/ brand. As discussed in 
Note 12, we recorded a £5 million charge in 2003 as a 
result of the impairment of an Indefinite lived intangible 
asset. This charge was recorded In facility actions, 
bee Note 12 for further discussion of SFAS 142, 

Sfock-Basod Employee Cumpensarmn 

At December 27, 2003, the Company had four stock 
based employee compensation plans in effect, which are 
described more fully in Mote 18. The Company accounts 
for those plans under the recognition and measurement 
principles of Accounting Principles Board Opinion No. 25. 
"Accounting for Stock issued to Employees/ and related 
Interpretations. No stock-based employee compensation 
cost is reflected in net income, as all options granted under 
those plans had an exercise price equal to the market value 
of the underlying common sleek on the date of grant, The 
following table illustrates the effect on net income and 
earnings per share if the Company had applied the fair- 
value recognition provisions of SFAS No. 123 "Accounting 
for Stock-Based Compensation," to stock-based employee 
compensation. 



2003 

2002 

2001 

■Net income, as reported 

$ 617 

$ ^3 

$ 492 

Deduct- Total stock-based employee 
compensation expense determined 
under fairvatue based method to? 
ail awards, net cl related tax effects 



(37; 

Net income, pro forma 

SSI 

544 

455 

Basic Earnings pe* Common Share 

As reported 

$2.10 

$1.97 

$1.68 

Pro forma 

1.96 

1.B4 

1.55 

DHuted Earnings per Common Share 

As repartee 

$2,02 

$ 1.88 

$1,62 

Pro farms 

191 

1.76 

1,50 


Derivative Financial instruments 

Our policy prohibits the use of derivative instruments for 
trading purposes, and we have procedures in place to 
monitor and control their use. Our use of derivative instru¬ 
ments has included interest rote swaps and collars, treasury 
locks and fore ign currency forward contracts. In addition,, on 
a limited basis we utilize commodity futures and options 
contracts. Our Interest race and foreign currency derivative 


contracts are entered into with financial institutions while 
aur commodity derivative contracts are exchange traded. 

We account for derivative financial instruments In 
accordance with SFAS No. 133, “Accounting for Derivative 
Instruments and Hedging Activities* ("SFAS 133”) as 
amended by SFAS No. 149, "Amendment of Statement 133 
on Derivative Instruments and Hedging Activities 
("SFAS 149"), SFAS 133 requires that all derivative instru¬ 
ments be recorded on the Consolidated Balance Sheet at 
fair value. The accounting for changes in the fair value p.e.. 
gains or losses) of a derivative instrument is dependent upon 
whether the derivative has been designated and qualifies 
as part of a hedging relationship and further, on the type 
of hedging relationship. For derivative instruments that are 
designated and qualify as a fair value hedge, the gain or 
loss on the derivative instrument as well as the offset' ng 
gain or loss on the hedged item attributable to me hedged 
risk are recognized In the results of operations. For deriva¬ 
tive Instruments that are designated and qualify as □ cash 
flow hedge, the effective portion of the gain or loss on the 
derivative Instrument is reported as a component of other 
comprehensive income (loss) and reclassified into earnings 
In the same period or periods during which the hedged trans¬ 
action affects earnings. Any ineffective portion of the gain or 
*oss on the derivative instrument is recorded in the results of 
operations immediately. For derivative instruments not design 
nated as hedging instruments, the gain or loss is recognized 
In the results of operations immediately. See Note 16 for a 
discussion of our use of derivative instruments, management 
of credit risk inherent in derivative instruments and fair value 
information related to debt Find interest rate swaps. 

New Accutmfmg Pronouncements Nof Yet Adopted 
In January 2003, the FASB issued Interpretation Mo.46, 
* Consolidation of Variable Interest Entities, an interpretation 
of ARB No.51" ("FIN 46 J ‘). FIN 46 was subsequently revised 
in December 2003. FIN 46 addresses the consolidation of 
entitles whose equity holders have either (a) not provided 
sufficient equity at risk to allow the entity to finance its own 
activities or (b) do not possess certain characteristics of a 
controlling financial interest. FIN 46 requires the consolida¬ 
tion of these entities, known as variable interest entities 
rviEs' 1 ), by the primary beneficiary of the entity. The primary 
beneficiary is the entity, if any, that is subject to a majority of 
the risk of loss from the VlE’s activities, entitled to receive 
a majority of the VIEs residual returns, or both. FIN 46 is 
effective for all entities at the end of the first reporting period 
ending after March 15,2004 [the quarter ending March 20. 
2004 for the Company). FIN 46 was effective for special- 
purpose entities (as defined by FIN 46) at the end of the first 
reporting pE-riod ending after December 15, 2003., which did 
not impact the Consolidated Financial Statements. FlN 46 
requires certain disclosures in financial statements Issued 
after December 31, 2003. if ft is reasonably possible that 
the Company will consolidate or disclose information about 
VIEs when FIN 46 becomes effective. 
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FIN 46 excludes from its scope businesses (as defined 
by FIN 46; unless certain conditions exist. We believe the 
franchise en lit res which operate our restaurants, including 
our Unconsolidated Affiliates, meet the definition of a busi¬ 
ness. Thus, we are currently evaluating whether any of the 
aforementioned conditions exist that would subject any of 
a ur franchisees* including our Unconsolidated Affiliates, to 
the provisions of FIN 46. requiring us to determine If they 
are VJEs r and, if so 1 whether wo are the primary beneficiary. 
We do not possess any ownership interests In our franchi¬ 
sees except for our investments rn various Unconsolidated 
Affiliates accounted for under the equity method (see 
Note 24 for further description). Additionally, we generally 
do not provide Financial support to our franchisees In o 
typical franchise relationship. While we continue to evaluate 
the applicability of RN 46 to our franchise relationships, at 
this time we do not believe that the required consolidation 
of franchise entities, if any, would materially impact our 
Financial Statements. 

The Company, along with representatives of the 
franchisee groups of each of its Concepts, has formed 
purchasing cooperatives for the purpose of purchasing 
certain restaurant products and equipment in the 115- Our 
equity ownership in each cooperative is genera fly propor¬ 
tional to our percentage ownership of the U.S. system units 
for the Concept, We are continuing to evaluate whether 
any of these cooperatives are VIEs under the provisions 
of FIN 48 and. if so, whether we are the primary benefi¬ 
ciary. We do not currently believe that consolidation will be 
requ red for these cooperatives as a result of our adoption 
of FIN 46, 

As discussed further in Note 24, we have posted a 
$12 mil ion of letter of credit supporting our guarantee 
of a franchisee loan pool. Additionally, we have provided 
a standby letter of credit of 323 million under which we 
could potentially be required to fund a portion of this loan 
pool. The letters of credit were issued under our existing 
bank credit agreement. This loan pool, which ts not held 
or funded by an affiliate of the Company, primarily funded 
purchases of restaurants from the Company and, lo a lesser 
extent, franchisee development of new restaurants. The 
total loans outstanding under this loan pool were approxi¬ 
mately $87 million at December 27, 2003. Our maximum 
exposure to loss as a result of our involvement with this 
loan pool was $28 million at December 27. 2003. During 
the year ended December 27, 2003 the entity which holds 
this loan pool sold these loans to a qualifying special- 
purpose entity fQSPE") as described in SFA5 No. 140, 
"Accounting for Transfers and Servicing of Financial Assets 
and Extinguishments of Liabihties" and settled its existing 
obligations with ihe proceeds. As QSPtis are not within 
the scope at FIN 46. the Company will not be required to 
consolidate the entity that now holds this Joan cool. 



TW0-FM4NE COMMON STOCK SPLIT 


On May 7, 2002. the Company announced that its Board 
or Directors approved a two-for-one split of the Company's 
outstanding shares of Common Stock The stock split was 
effected n the form of a slock dividend and entitled each 
shareholder of record at the close of business on June 6, 
2002 to receive one additional share for every outstanding 
share of Common Stock holes on the record date. The stock 
dividend was distributed on June 17. 2002. with approxi¬ 
mately 149 million shares of common stock distributed. 
All per share and share amounts in the accompany ng 
Consolidated Financial Statements and Notes lo the 
Financial Statements have been adjusted to reflect the 
stock split. 



VGR ACQUISITION 


Or. May 7, 2002. YUM completed its acquisition of YGR. 
At the date of acquisition^ YGR consisted of 742 arid 496 
company anu franchise US units, respectively, and 127 
and 742 company and franchise A&W units, respectively, 
in addition, 133 muliibranded US/A&W restaurants were 
included in me US unit totals. This acquisition was made 
to facilitate our strategic objective of achieving growth 
through multibranding, where two or more of our Concepts 
are operated in a single restaurant unit. We paid approxi¬ 
mately $275 million in cash arid assumed approximately 
348 million of bank indebtedness in connection with the 
acquisition of YGR. The purchase price was allocated so 
the assets acquired and liabilities- assumed based on esti¬ 
mates of their fair values at the date of acquisition. We 
determined these fair values with the assistance of a third 
party valuation expert. The following table summarizes the 
fair values of YGR's assets acquired and liabilities assumed 
at the date of acquisition. 


Current assets $ 35 

Properl y, plant a rsef eq u ipmant 58 

Intangible assets 250 

Goodwill 209 

Other assets 85 

TbtaJ asset s apq lj i ned 637 

Cuirenl liabilities 100 

Long-term debt. Including current portion 50 

Future rent obligations related to 

sale '■••••! so 1 = k agreements. 168 

drier long-term liabilities ___ 35 

Total liabilities assum ed ___ 362 

Net assets acquired [net casft paid] _ $275 


Of the $250 million rn acquired rntangsble assets, 
$212 million was assigned to trademarks/brands, The 
remaining acquired Intangible assets primarily consist 





of franchise contract rights which will be amortized over 
thirty years, the typical term of a YGR franchise agreement 
including renewals. Of the £212 million in trademarks/ 
brands approximately $i&3 million and $21 million 
were assigned to the LLS. and International operating 
segments, respectively. Of the remaining $38 mi. lion 
in intangible assets, approximately $31 million and 
$7 million were assigned to the U.S. and international 
operating segments, respectively. 

The $209 million in goodwill was assigned to the 
U.S. operating segment. As we acquired the stock of 
YGR, none of the goodwill is expected to be deductible 
tor income tax purposes. 

Liabilities assumed included approximately $48 million 
of bank indebtedness that was paid off prior to the 
end of the second quarter of 2002 and approximately 
$11 million in capital lease obligations. We also assumed 
approximately $168 million in present value of future rent 
obligations related to three existing sale-leaseback agree¬ 
ments entered into by YGR Involving approximately 350 
US units. As a result of liens held by the buyer/lessor on 
certain personal property within the units, the sale-lease¬ 
back agreements wore accounted for as financings upon 
acquisition. As discussed further in Note 14, two of these 
sale leaseback agreements were amended during 2003 and 
are now being accounted for as operating leases. 

As of the cate of acquisition we recorded approxi¬ 
mately $49 million of reserves <“exLt liabilities") related 
to our plans to consolidate certain support functions, 
and exit certain markets through store re franchisings and 
closures, as presented in the table below. The consolida¬ 
tion of certain support functions Included the termination of 
approximately IDO employees. Our remaining exit liabilities, 
as well as amounts utilized through cash payments during 
2003 and 2002, are presented below. 



Sevirrarx e 
Ben a tits 

lease and 
Other 
Contract 
TenTiinaEions 

Other 

Costs 

t j»! 

Total reserve at 
acquisition 

$ 13 

5 31 

$ 5 

£49 

Amounts utilized m 2003 

16} 

(5) 

m 

(13) 

Amounts utilized in 2002 

i.S) 

— 

(1} 

m 

Total reserve as of 

Dec ember 27. 2003 

8 — 

S 26 

$ 1 

$27 


Wo expensed Integration costs of approximately $4 million 
in 2003 and $0 million in 2002 related to the acquisi¬ 
tion. These costs were recorded as AmeriServe and 
other charges (credits). See Note 7 for further discussion 
regarding AmeriServe and other charges (credits). 

The results of operations for YGR have been included 
in our Consolidated Financial Statements since the date 
of acquisition. If the acquisition bad been completed as of 
the beginning of the years ended December 28,2002 and 


December 29, 2001, pro forma Company sales and fran¬ 
chise and license fees would have been as follows: 

2002 2001 

Compai '7 sales Sr .139 $6,683 

Franchise and license fees 877 839 

I he impact of she acquisition, including interest expense on 
debt incurred to finance the acquisition, on net income and 
diluted earnings per share would not have been significant In 
2002 and 2001. The pro forma information is not necessarily 
indicative of the results of operations had the acquisition 
actually occurred at the beginning of each of these periods 
nor is it necessarily indicative of future results. 



ACCUMULATED OTHER COMPREHENSIVE INCOME 
(LOSS) 


Accumulated other comprehensive income (loss) includes: 


2003 2002 


FoTeign currency translation adjustment 

Minimum pension liabihiy adjustment, net of tax 
Unrealized lapses on derivative instruments, 

S(10?) 

(101) 

3(176) 

(71) 

net of lex 

(2) 

<2) 

Total accumulated other comprehensive income 



(loss) 

$(210) 

$1249} 



EARNINGS PER GAMMON SHARE ( M EPS") 


Net income 

2003 

$ 617 

2002 

$ 583 

2001 

8 492 

Bask: EPS: 

Weighted-average common shares 
outstanding 

293 

296 

293 

Basic EPS 

$2.10 

$1.97 

$1.68 

01 luted EPS: 

Weighted-average common shares 
outstanding 

293 

296 

293 

Shares assumed ssued on exercise 
of dilutive share equivalents 

52 

56 

55 

Snares assumed purenased with 
proceeds of dilutive 
share equivalents 

£39} 

(42) 

m) 

Shares, applicable to diluted earnings 

906 

310 

304 

Diluted EPS 

32.02 

31.88 

$1.62 


Unexercised employee stock options to purchase approxi¬ 
mately 4 million, 1.4 million and 5.1 million shares of our 
Common Slock for the years ended December 27, 2003, 
December 28, 2002 and December 29, 2001, respec¬ 
tively, wore not Included in the computation of diluted EPS 
because their exercise prices were greater than the average 
market price of our Common Stock during the year. 

















ITEMS AFFECTING COMPARABILITY OF NET INCOME 
Facility Actions 

Facility actions consists of the following components: 

m Refranchising net (gains) losses; 

* Store closure costs; 

* Impairment of long-lived assets for stores we intend to 
close and stores wo intend to continue to use in the 
business; 

m impairment of goodwill and indefinite-lived intangible 
assets subsequent to the adoption of SFAS 142. 



2003 

2002 

2001 

US 

Refrancltlslng net (gain**! losses." 1 
Store closure costs 

Store impairment charges 

SFAS 142 impairment charges* 1 

S(2QJ 

1 

10 

5 

5 (4) 

8 

IS 

3.(44) 

13 

14 

Facility actions 

(*) 

IS 

_JK> 

fflltOrnatlqnBl 

Refrarvchising net (gains;, losses ‘ 

16 

[15) 

5 

Store closure costs 

5 

7 

4 

Store impairment charges 

IS 

16 

9 

SFAS 142 impairment charges'-' 

— 

a 

— 

Facility actions 

40 

13 

is 

Worldwide 

Refranchising net (gains} losses 1 ‘ hl 

(4} 

ay) 

139) 

Store closure costs 

6 

15 

IT 

Store impairment charge 

20 

31 

23 

SFAS 142 Impairment charges" 

5 

5 

— 

Facility actions 

$ 3G 

£ 32 

% 1 


. !■ ■ ' ; incAlee fw$ ■ UW'U^S: of $$ JllillOrt In 2Qifla. fi mtlHorl 

In 2QQ7. arid %A mllfikan in 2001 and In intemaVcmaJ si 52 mil linn ;n 5003, 

■J5 n-iclllan In 2CO? £o ’T Hun in 2001 Ee-fr Wtfle S*. 

H>l in 2001, L I.S fcrranchra-inc. rxti Lfl&in&|. la-ascs indicted mlltkih :\i priMDubiy 
deTer?ei(L rcfra?Khi£.lr^ and (wtanujiiinrial refrBnchisimi ncc igain-a) lo&fttfs 
included a charis of £ LI minium m mark lo marbtt \*w net a-asets & (Ik? 
Singapore business, which was hah t lor salr Tha Singapore luj&^b-ss *as 
SPbSflQuer-1^' iuliJ curing the tftird mrartar of 2DQ2. 2003. |itfemaiK»:ai 

rafranchlslfifi net |gair.&! losses ino'i^Ued a thri>£* of approxiinsurij 1 SIS million 
lo wuUf dovin the carrying -.a^e or ;hy Puerto rliean iTutincss 1o Tali v^Iuim. 

Cl; r; £003. we recDOTiicd: a 2>L nill 'ii'JH vhnrj'/. r . T -- U.S -csia^ed IP Ihfi irnpairmsnl 
or the AhRW iradefrnafk/l^anij (sw? funivn (Hussion al Nora 1?,. in 2K)Cr2. we 
recdftlad a S5 nrillMrin charge In IriretrwariQ^i related la ihr irPMicmenr nr shn 
goodvi-ll nr in* Pizza Hut Fran* rojHrtsng unii. 

The following table summarizes the 2003 and 2002 activity 
related to reserves for remaining lease obligations tor 
stores closed or stores we intend to dose. 


Estimate-/ 


Beginning 

Amount* 

New 1 

DCcls4on 


Enrtjnfi 

Balance 

Used Decisions 

Chafes 

C 1 1 IB 

Satan m 

2002 Activity $48 

tl?) 

16 

3 

1 

$51 

2003 Activity $51 

(27) 

11 

2 

3 

$40 


The following table summaries the carrying values of the 
major classes of assets held for sole at December 27, 2003 
and December 23, 2002. U.S. amounts prim nr ly represent 
land on which we prev.au sry operated restaurants and are 
net of Impairment charges of S2 million and $4 million at 
December 27, 2003 ami December 28. 2002. respectively. 
The carrying values ir International relate primarily to our 


Puerto Rican business, which we wrote down si 6 m HI ion 
during 2003 to reflect then current estimates of its fair value. 
These writedowns were recorded as a refranchising loss. The 
carrying values of liabilities of the Puerto Rican business that 
we anticipate will be assumed by a buyer were not significant 
al December 27. 2003 or at December 28, 2002. 


December 27. 2003 


U.S. 

rntef’ 

national Worldwide 

Pronerty. pJarit end equipment, pet 
GCKHJWiH 

Other assets 

S 0 

5 73 

12 

3 

5 E2 

12 

2 

Assets ciassshod as hel J for £a!e 

s s 

S 87 

$ 96 

December 23, 2002 



inter- 



u.s. 

national Wwtdwirte 

Property, plant and equipment, net 

£ 7 

$ 89 

S 96 

Csmdw.il 

— 

13 

13 

Oiher assets 

— 

3 

2 

Assets classified as held for sale 

$ 7 

$104 

$111 


The following table summarizes Company sales and restau¬ 
rant profit related to stores held for sale at December 27. 
2003, or disposed of through nefranchising or closure during 
2003 r 2002 and 2001. Stores disposed of through closure 
include certain stores we have relocated within the same 
trade area. The operations of such stores dandified as held 
for sale as of December 27, 2003 or December 28, 2002 
or disposed of in 2003 or 2002, which meet l he conditions 
of SFAS 144 for reporting as discontinued operations were 
not material. Restaurant profit represents Company sales 
less the cost of food and paper, payroll and employee 
benefits and occupancy and other operating expenses. 



2003 

2002 

2001 

Stores field for sale at 

December 27. 2003: 

Safes 

$ 187 

$189 

$184 

Restaurant profit 

34 

28 

23 

Stores disposed of n 

20Q3. 2002 and 2001. 

Seles 

S158 

$3,24 

$640 

Resiaurant profit 

14 

37 

67 


Restaurant profit on stores held for sate includes a benefit 
from the suspension of depreciation and amortization of 
approximately $13 million and $4 million in 2003 and 
2002. respectively. 

Wrench Litigation 

Expense of $42 million for 2003 reflects the legal Judg¬ 
ment against Taco Beil Corp. on June 4, 2003 in Wrench 
v, Thco Bell Corp. And related interest. See Note 24 for a 
discussion of Wrench litigation. 

AmerlServe and Other Charges (Credits) 

Am erl Serve Food Distribution Inc. rAmeriServe ,H ) was the 
primary distributor of food and paper supplies Id our LLS. 









stores wnen ?t filed for protection tinder Chapter 11 ot “he 
ILS, Bankruptcy Code on January 31,2000. A plan ot reor 
ganizaiion for Amen'Serve (the “POR") was approved on 
November 28,2000; which resulted in, among other things, 
the assumption of our distribution agreement P subject to 
certain amendments, by MeLane Company, Inc, During the 
AmeriServe bankruptcy reorganization process, we took 
a number of actions to ensure continued supply to our 
system; Those actions resulted in significant expense for 
the Company, primarily recorded in 2000- Under the P0R we 
are entitled to proceeds from certain residual assets, pref¬ 
erence claims and other >gal recoveries of The estate. 

We classify expenses and recoveries related to 
AmeriServe, as well as integration costs related to our 
acquisition of YGR, costs to defend certain wage and 
hour litigation end certain other items, as ArneriServe and 
other charges (credits). These amounts were classified as 
unusual stems tn previous years. 

Income of $26 million was recorded as Ameri Serve 
and other charges (credits) for 2003 and primarily includes 
recoveries related to the AmeriServe bankruptcy reorga¬ 
nization process, income of $27 million was recorded as 
AmeriServe and other charges (credits) tor 2002. primarily 
resulting from recoveries related to the A men Serve bank¬ 
ruptcy reorganization process, partially offset by integration 
costs related to our acquisition of YGR and costs to defend 
certain wage and hour litigation, in con 1 -? of S3 million was 
recorded as Ameri Serve and other charges (credits) for 
2001, which primarily included recoveries related to the 
Ameri Serve bankruptcy reorganization process offset 
by aggregate settlement costs associated with certain 
litigation, and expenses, primarily severance, related to 
decisions to streamline certain support functions. The 
reserves related to decisions to streamline certain support 
functions were utilized In 2002. 


SUPPLEMENTAL CASH FLOW DATA 

_ 2003 

Cash Paid fur: 

Interesl $178 

Income Taxes 196 

Significant Non-Cash Investing and 
Financing Activities' 

Assumption of dent and capital leases 
related to the acquisition of YGR $ — 
Capital itsse oblegations incurred to 
acquire assets 9 

Contribution of non-cash net assets 
to an unconsolidated affiliate — 

Assumption rd nabilities in connection 
with a franchise acquisition 
Fa r ma*Kes value of assets received in 
connection with a non-cash acquisition — 

Debt reduction due to amendment of 
sale-lease back agreements 
(See Note 14 ) as 


2002 200 L 

Si53 $164 

200 264 

$227 % - 

23 IB 

- 21 

— 36 

9 



On November 10, 2003 our unconsolidated affiliate in 
Canada was dissolved. Upon dissolution, the Company 
assumed operation of certain units that w“ere previously 
operated by the unconsolidated affiliate. The Company also- 
assumed ownership of the assets related to the units that 
it now operates, as well as the real estate associated with 
certain units previously owned and operated by the uncon 
solidated affiliate that are not operated by franchisees 
(either our former partner in the unconsolidated affiliate 
qr a publicly-field income Trust in Canada). The acquired 
real estate- associated with the units that are not ope- a ted 
by the Company is being leased to the franchisees. The 
resulting reduction in our investments In unconsolidated 
affiliates .$56 million at November 10,2003) was primar ly 
offset by increases m property, plant and equipment, net 
and capital lease receivables (included m other assets). The 
Company realized an immaterial gain upon the c ssolu^on 
of i he unconsolidated affiliate. This gain was realised as the 
fair value of our increased ownership in the assets received 
was greater than our carrying value in these assets, and 
was net of expenses associated with the dissolution. 


FRANCHISE AND LICENSE FEES 



2003 

2002 

2001 

imtiai fees. Including renewal fees 
initial franchise fees Included In 

$ 36 

$ 33 

$ 32 

refranchi&i regains 

(5) 

(6,v 

l7> 


31 

27 

25 

Continuing fees 

908 

839 

:-yo 


$333 

fS60 

£815 


CQlif OTHER (INCOME) EXPENSE 

2003 

20-02 

2001 

Equity income from Investments in 
u nconsbl Mated affil iates $ ( 36 i 

Rsre gn tjncnange net main) loss (2) 

*129) 

$|26) 

3 

S(«> 

• 30 

$(23; 

QV PROPERTY, PUNT AND EQUIPMENT, NET 



2003 

200? 

Land 

$ 662 

3 621 

Buildings and impTovaments 

2.86:1 

2,742 

Capital leases, primarily buildings 

119 

102 

Machinery and equipment 

1,964 

1,736 


5,606 

5,201 

Aceum dieted depreciation and amorttotiun 

(2,326) 

(2,1641 


$3,280 

S 3.037 


Depreciation and amortisation expense related to property, 
plant and equipment was $388 million, $357 million and 
$320 million in 2003, 2002 and 2001, respectively. 











Fum* Brnntis \i\t 6 


GOODWILL m INTANGIBLE ASSETS 


Tho changes In the carrying amount of goodwill are as 
follows: 




Inter¬ 



' 

national 

Worldwide 

Balance as of December 79, 2001 

: 21 

$ 38 

5 59 

ReelftasificaTiDn cf f©acquired 




franchise rights 1 

145 

96 

241 

Impairment 11 

— 

(5J 

1.5? 

Acquisitions, rtsposa & and other, not 

206 

(1BJ 

190 

Balance as of December 28, 2002 

$372 

$113 

$4£5 

Acqutsltions. dispusala and other, net 

14 

22 

36 

Balance as of December 27, 2003 

$386 

$13S 

$321 


>|a i f he Company comEfcPuantins included acquiring rtrsiallranti 

rr,-m aui rr4fitfnw&s.. F ~<,tt me adofiiscv id SFAS 141, ihe primary iritftng)fr*£ 

asse* in which *e generally aiiocareil value In these Business tombrnarjons 
raacqult^ franchrEe n^is Wo detemilrwd thal ■* enquired rrar<:hl»c riRpls 
di .r no? nv~v i ihe orlenn :>f SFAS 141 fn be TBMgniled as an asset apart from 
>:Trtv>-:|| Accoiriiii|i?y. on December 30. 2KI1, nee I as 53^: 1-2*11 roillion of 

re acquit franchise Lo qooctoiil not o\ retell deferred ias li^tniiries nl 

353 rtillJSqft, !&27 rmilinn fnr I he U,5 and ?2B milium ior Inrernatipriab. 

\b\ Represents tmpalmTsnt hdT tm Einedwiri of thr Pizza Hut Francs ^parting unit 
\0) laeiudea gowhwi elated to IN? T-Gl? purc^se pwa allotirticwi. For international, 
McIlkIi-e a il3 rnih'ion transfer at gtuxtalll to asfwtu held to* sair. ;Bee Note 7) 

(til Prlns-.,! Uy Inirfudie-j £codhvil| recorded as a result of acquisitions of resiauharns 
Irora franchisees. 

Intangible assets, nei for the years ended 2003 and 2002 
are as follows: 

__ 2003 _ 2002 

G-ciaa <3 >•:»!! 

CflPrrlns Accumulated • •» iiii^ Aorgmutared 
Amount ArtsOrliMtnr Aili'junl ^mortlFatiuii 

Arne rt net! Intangibly assets 


Franchise contract rights 

$141 

$ (49) 

$135 

$ (43) 

Trad eme rks/bra nds 

67 

(1) 

— 

— 

Favorable operarleases 

19 

tl3) 

21 

(13) 

Pension-related luiaeg:ble 

14 

— 

18 

— 

Other 

31 

(23) 

26 

(23) 


$272 

$ (86) 

: 2< JO 

$ (79) 

Unartiort-zed Vntaqgjfrle assets 





Or aema tk^/ bra nds 

S171 


$243 



The most significant recorded trademark/brand assets 
resulted when we acquired YGR in 2002. The fair value of 
a trace mark/ brand is determined based upon the value 
derived from the royalty we avoir?, in the case of Company 
stores, or receive. In the case of franchise and licensee 
stores, for the use of the trade mark/ brand, This fair value 
determination is thus largely dependent upon our estima 
tion of sales attributable to the trade mark/ brand. 

The fair value of the US trademark/brand was deter¬ 
mined to bo in excess of its carrying value during our 2003 
annual impairment test, The estimate of safes attributable 
to the US trademark/branu at the dare of this test reflected 
the opportunities we believe exist wiih regard to increased 
penetration of US, for both stand-alone units and as a 
multibrand partner. Accordingly, we now believe our system's 
development capital, at least through the term of our current 
projections, will be primarily directed towards LrS. 


The decision to focus short-term development largely 
on increased penetration of US and our discretionary 
capital spending limits have resulted rn ress than originally 
planned development of A&W in the near term. Additionally, 
white we continue to view A&W as a viable mult I brand 
partner, subsequent to acquisition we decided to close of 
■^ franchise a? I Company-owned A&W restaurants that we 
had acquired. These, restaurants were low-volume, mall- 
based units that were inconsistent with the remainder of 
our Company-owned portfolio. Both the decision to close 
these Company-owned A&W units and the decision to focus 
on short term development opportunities at US negatively 
impacted the fair value of the AftW trademark/brand* 
Accordingly, we recorded a $5 million charge n 2003 to 
facility actions to write the value of the A&W trademark/ 
brand down to its fair value. 

Historically, we have considered ihe assets acquired 
representing trademark/ brand to have indefinite useful 
lives due to our expected use of the asset and the lack 
of legal, regulatory, contractual, competitive, economic or 
other factors that may limit their useful lives. As required by 
3FAS 142, we reconsider the remaining useful fife of indefi 
nite-life intangible assets each reporting period. Subsequent 
to the recording of the impairment of Ihe A&W trademark/ 
brand, we began amortizing its remaining balance over a 
period of thirty years dess than $1 million of amortization 
expense was recorded n 2003), While we continue to incur 
porate development ot the A&w trademark/brand into our 
multibranding plans, our decision to no longer operate the 
acquired stand-alone Company-owned A-&W restaurants is 
considered a factor that hands its useful life, Accordingly, we 
are amortizing the remaining balance oi the A&W trademark/ 
brand over a period of thirty years, the typical term of our 
multfbrancf franchise agreements including renewals. We 
continue to believe that all of our other recorded trademark/ 
brand assets have indefinite lives. 

As a result of adopting SFAS 142, we ceased amor 
tization of goodwill and indefinite-lived intangible assets 
beginning December 30. 2001. Amortszation expense for 
uefintte-lived intangible assets was $7 million |p 2003 and 
$6 million In 2002, respectively. Amortization expense for 
goodwill and all intangible assets was $37 million in 2001. 
Amortization expense for definite I’ved intangible assets will 
approximate $9 million in 2004. $S million in 2005 and 
2006, and $7 million in both 2007 and 2008. 

The following table provides a reconciliation of reported 
net income to adjusted net income as though SFAS 142 
had been effective for the year ended 2001: 

2001 



Amount 

Basic EPS DiluK-d EPS 

Reported nai income 

$ 492 

$1 68 

$1.62 

Add back amortizauon expense 
(net of ta*): 

Gaodwill 

25 

0 09 

0.09 

Tra demarks/ t>re n.ds 

1 

— 

— 

Adjusted net; nee me 

$518 

S 1.77 

$1.71 








ACCOUNTS PAYABLE AND OTHER CURRENT LIABILITIES 



2003 

2002 

Accounts payable 

S 439 

1 *117 

Accrued compensation arwj benefits 

257 

258 

0-nnr mrrenl l«jbi mes 

517 

491 


$1,213 

£ 1.166 


SHORT TERM BQRROWNCS AND LONG TERM DEBT 



2003 

2002 

Short term Bertowi rifts 

Current mat unties of longterm debt 

3 10 

5 12 

International lines q* credit 

— 

115 

Other 

— 

19 


$ 10 

£ 146 

Lonft-tenti Debt 

Senior, unsecured Revolving Credil Fac hty. 



expires June 2005 

$ — 

5 153 

S&ruor. Unsecured Notes, due May 2005 

351 

351 

Senior, Unsecured Notes, due April 2006 

200 

200 

Senior. Unsecured Notes, due May 2008 

251 

251 

Senior. Unsecured Notes, due April 2011 

645 

645 

Sen-dr, Unsecured Notes, due July 2012 

398 

398 

Capital lease obligations (See Note 15} 

112 

99 

Other due terc-ig!’ 20:0 

SO 

170 


2.037 

2,267 

current maturities uf long-term uabt 

(10) 

(.12) 

Longterm dect excluding SFAS 133 adjustment 
Derivative instrument adjustment under 

2.027 

2.255 

SF is 133 (See Note lo. 

29 

44 

Long-term debt rndiud ng SfA5 133 adjustment 

$2,056 

$ 2,299 


Gur primary bank credit agreement comprises a senior 
unsecured Revolving Credit Facility (the “Credit Facility") 
which matures on June 25, 2005. On December 26^ 2003, 
we voluntarily reduced our maximum borrowings under the 
Credit Facility from $1.2 billion to $1,0 billion. The Credit 
Facility is unconditionally guaranteed by our principal 
domestic subsidiaries and contains financial covenants 
relating to maintenance of leverage and Fixed charge 
coverage ratios. The Credit Facility also contains affirmative 
and negative covenants including, among other things r limi¬ 
tations on certain additional indebtedness, guarantees of 
indebtedness, level of cash dividends, aggregate norvU.S, 
investment and certain other transactions e$ defined in the 
agreement. We were in compliance with all debt covenants 
at December 27, 2003, 

Under the terms of the Credit Facility, we may borrow 
up to the maximum borrowing limit less outstanding letters 
of credit. At December 27,2003, our unused Credit Facility 
totaled £737 million, net of outstanding letters of credit of 
S263 million. There were no borrowings Outstanding under 
the Credit Facility at the end of the year. The interest rate 
for borrowings under the Credit Facility ranges from 1.0% 
to 2,0% over the London Interbank Offered Rate ("LIBOR") 


or 0,00% to 0,65% over an Alternate Base Rate, which 
is the greeter of the Prime Rate or the Federal Funds 
Effective Rate plus 0.50%. The exact spread over LIBOR or 
the Alternate Base Rate. applicable, will depend upon 
our performance under specified financial criteria. Interest 
on any outstanding borrowings under the Credit Facility is 
payable at least quarterly. In 2003, 2002 and 2001, we 
expensed facility fees of approximately $6 million, $5 million 
and $4 million, respectively. At December 28, 2002, the 
weighted average contractual interest rate on borrowings 
outstanding under the C red it Facility was 2.6%. 

In 1997. we filed a shelf registration statement with 
the Securities and Exchange Commission for offerings of 
up to $2 billion of senior unsecured debt. In June 2002. we 
issued $400 million of 7.70% Senior Unsecured Notes due 
July l, 2012 (the "2012 Notes"), The net proceeds from the 
i V. sum'oT the 2012 Note:; wore jscc: Lo ropxv Indebted 
ness under the Credit Facility. Additionally, we capitalized 
debt issuance costs of approximately $5 mil I ion related to 
the 2012 Motes in the third quarter of 2002. The following 
table summarizes all Senior Unsecured Notes issued under 
this shelf registration through December 27, 2003: 


Principal ^ filer 691 Rsta 


Issuance Dute 

Merits' Date 

Amount 

stated 

Effaetlv* 1 

May 1998 

May 200-5 ' 

£350 

7 45% 

7.62% 

May 1998 

May 2Q08 : "' 

250 

7 66% 

7 81% 

Apnl 2001 

April 2006 lb! 

200 

8.50% 

9,04% 

April 2W1 

April 2011 

650 

3.88% 

9-20% 

June 2002 

idiy 2012 

400 

7 J0% 

8.04% 


■ a. Intrn-M payments eumfi^ced on Ntwembcr 15. ISSband iirt- payable stt-m 
annually in^rsatcer. 

.'b 11 '-• 1 . 1 “rest payrr^ni-i cDnmurwi art October 15.0001 and me payable win* 
annually thereafter. 

i:: i irttarftBt portents commenced on January 1, 2003 ;inU are poy^hlr semi¬ 
annual r v iheronlter. 

,ch iFicluCfe-a the affacis cT I he 3 rny.ui/n;i&:i of any • 1 1 premium nr JiEcaunt; i?| Uabt 
ssiusncy iruAta; and i3l g-sin or :oss upon aettlemo-m. <st related treasury locks 
Oy#s rtol mcludo [ha street of nny interest rn[« i.waps as [Inscribed in **>1* IS. 

We have $150 million remaining for issuance under the 
$2 billion shelf registration. 

Irs connection with our acquisition of YGR In 2002 P 
we assumed approximately $168 million in present value 
of future rent obligations related lo throe existing sale- 
leaseback agreements entered into by YGR involving 
approximately 350 US units. As a result of liens held by 
the buyer/lessor on certain personal property within tht? 
units, the sate-leasebacH agreements were accounted 
for as financings upon acquisition. On August 15 P 2003 
we ame nded two of these sale-1 ease back agreements to 
remove the liens Oh the personal property within ihe units. 
As the two amended agreements now qualify for sale-lease¬ 
back accounting, they will be accounted for as operating 
leases. Accordingly, the future rent obligations associated 
with the two amended agreements, previously recorded 
as long-term debt of $S8 million, ore no longer reflected 
on our Consolidated Balance Sheet as of December 27, 
20D3. There was no gain or loss recorded 95 a result of 
this transaction. 






The annual mat unites of long-term debt as of 
December 27, 2003. excluding capital lease obligations 
of $112 million and derivative instrument adjustments of 
$29 million, are os follows: 

Vefl r e-rnted: 

2004 

2005 

2006 

2007 

2008 
Thereafter 
Total 


$ i 
351 
202 
2 

252 

1422 
$ 1,930 


interest expense on short term borrowings and lung-term 
debt was $165 million, $180 million and $172 million in 
2003, 2002 and 2001. respectively. 


LEASES 

We have non-cancelable commitments under both capital 
and long-term operating leases, primarily for our restau¬ 
rants. Capita and operating lease commitments expire at 
various Oates through 2087 and. in many cases, provide for 
rent escalations and renewal options, Most leases require 
us to pay related executory costs. Which include property 
taxes, maintenance and insurance. 

Future minimum commitments and amounts to be 
received as lessor or sublessor under non-cancelable 
leases are sot forth below: 



ComrrMCmenS.'j 

Lr-rV.- Rec&ivahiift 


Csphtfli 

Operal ■ ■; 

Oire« 

Financing 

Opening 


% 15 

$ 320 

$ 8 

$ 22 

2005 

IS 

290 

a 

20 

2006 

14 

250 

7 

19 

2007 

13 

227 

7 

IS 

2008 

13 

204 

6 

17 

Tnfireafter 

122 

1.193 

63 

102 


$ 192 

S 2,404 

$ 99 

$198 



At year end 2003.. the present value of minimum payments 
under capital leases was $112 million. At December 27, 
2003, and December 28. 2002, unearned income associ¬ 
ated with direct financing lease receivables was $41 mrllion 
and $9 million, respectively. 

The details of rental expense and income are set forth 
below: 



2003 

2002 

2001 

Fentai expense 

Minimum 

$329 

$303 

$268 

Cantlflgjem 

44 

40 

25 


$373 

$343 

$293 

Minimum fentar Irtooroi 

S 14 

$ 11 

S 14 


Contingent rentals arc generally based on sales levels 
In excess of stipulated amounts contained in the lease 
agreements. 



FINANCIAL INSTRUMENTS 


Derivative Instruments 


Interest Rates 

We enter into interest rate swaps and forward rate agree¬ 
ments with the objective of reducing our exposure to 
interest rate risk and lowering interest expense for a 
portion of our debt. Under the contracts, wo agree with other 
parties to exchange, at specified intervals, the difference 
between variable rate and fixed rate amounts calculated 
on a notional principal amount At Decembers?, 2003 
and December 28, 2002, we had outstanding pay-variable 
interest rate swaps with notional amounts of $350 million. 
These swaps have reset dates and floating rate indices 
which match those of our underlying fixed-rate debt and 
have been designated as fair value hedges of a portion of 
that debt. As the swaps qualify for the short-cut method 
under SFAS 133 no ineffectiveness has been recorded. The 
fair value of these swaps as of December 27, 2003 and 
December 28, 20D2 was approximately $31 million ana 
$48 million, respectively, and has been Included in other 
assets. The portion of this fair value which has not yet 
been recognized as a reduction to interest expense (approxi¬ 
mately $29 million and $44 mrllion at December 27, 2003 
and December 28, 2002. respectively) has been included 
in long-term debt. 

During 2002. we entered into treasury locks with 
notional amounts totaling $250 million. These treasury 
locks were entered into to hedge the risk of changes in 
future interest payments attributable to changes in -he 
benchmark interest rate prior to issuance of additional 
fixed-rate debt. Those Jocks were designated and effective 
in offsetting the variability m cash flows associated with the 
future interest payments on a portion of the 2012 Notes- 
Thus, the insignificant loss at which these treasury locks 
were settled will be recognized as an increase to interest 
on the debt through 2012. 

Foreign Exchange 

We enter into foreign currency forward contracts with the 
objective of reducing our exposure to cash flow volatility 
arising from foreign currency 5 fluctuations associated with 
certain foreign currency denominated financial instru¬ 
ments, the majority of which arc intercompany short term 
receivables and payables. The notional amount, maturity 
date, and currency ot these contracts match those of 
the underlying receivables or payables. For those foreign 
currency exchange forward contracts that we have desig¬ 
nated as cash flow hedges, we measure ineffectiveness by 








comparing the? cumulative change in the forward contract 
with the cumulative change in the hedged item. No signifi¬ 
cant ineffectiveness was recognized in 2003 or 2002 for 
those foreign currency forward contracts designated as 
cash flow hedges. 

Com modifies 

We also utilize on a limited basis commodity futures and 
options contracts to mitigate our exposure to commodity 
price fluctuations over the next twelve months. These 
contracts have not been designated as hedges under 
SFAS 133. Commodity future and options contracts 
entered nto for the fiscal years ended December 27,2003 
and December 28, 2002 did not significantly impact the 
Consolidated Financial Statements. 

Deferred Amounts in Accumtildteti Other 
Comprehensive Income floss) 

As of December 27, 2003, we had a net deferred loss asso¬ 
ciated with cash flow hedges of approximately $2 million, 
net of fax. Of this amount, we estimate that a net after¬ 
tax loss of less than $1 million will be reclassified Into 
earrings through December 25, 2004. The remaining net 
after-tax loss of approximately S2 million* which arose from 
the settlement of treasury locks entered into prior to the 
Issuance of certain amounts of our fixed-rate debt, will be 
reclassified into earnings from December 26, 2004 through 
2012 as an increase to interest expense on lhis debt. 

Credit Risks 

Credit risk from interest rate swap, treasury lock and 
Forward rate agreements and foreign exchange contracts is 
dependent both on movement in interest and currency rates 
and me possibility of non-payment uy counterparties. We 
mitigate credit risk by entering into these agreements with 
high quality counterparties* and netting swap and forward 
rate payments within contracts. 

Accounts receivable consists primarily of amounts due 
from franchisees and licensees for Initial and continuing 
fees. In addition* we have notes and lease receivables 
from certain of our franchisees. The financial condition 
of these franchisees and licensees is largely dependent 
upon the underlying business trends of our Concepts, This 
concentration of credit risk is mitigated, in part, by the 
large number of franchisees and 'licensees of each Concept 
and the short-term nature of the franchise and license fee 
receivables. 

Fair Value 

At December 27, 2003 and December 28* 2002* the 
fair values of cash and cash equivalents, short-term 
investments, accounts receivable, and accounts payable 
approximated carrying value because of the short-term 
nature of these instruments. The fair value of notes 
receivable approximates carrying value after consideration 
of recorded allowances. 


The carrying amounts and fair values of our other 
financial Instruments subject to fair value disclosures are 
as follows: 

_ 2003 2002 

Carrying FsSr Canning Fair 

Amount Value Amount Value 

Petit 

SJiort-term borrowings 
and long-term debt. 
eACiuding caoite.1 leases 
and tde derivative 


■instrument adju&iments 

£1.925 

S 2J£1 

$2,302 

£2.470 

Oebt'TeiafcKl derivative 
Instruments: 

Open contracts in a net. 
asset position 

31 

31 

4S 

4B 

Foreign c utrendy-related 
derivative Instr u ments: 
Open contracts in a net 
asset Mlab:lity) position 



ID 

(1.1 

Lease guarantees 

a 

37 

4 

42 

Guarantees supporting 
financial arrangements of 
certain franchisees, 
unconsaiicssted affiliates 
and other third parties 

3 

10 

16 

17 

Letters of credit 

— 

3 

- 

3 


We estimated the fair value of debt, debt-related derivative 
instruments* foreign currency-related derivative instruments, 
guarantees and ‘otters of credit using market quotes and 
calculations based on market rates. 



PENSION AND POSTRETIREMEN! MEDICAL BENEFITS 


Pension Benefits 

We sponsor noncontributory defined benefit pension 
plans covering substantially all full-time LLS, salaried 
employees, certain hourly employees and certain Interna¬ 
tional employees. The most significant of these plans, the 
YUM Retirement Plan (the 'Plan"), is funded while benefits 
from the other plan are paid by the Company as incurred. 
During 2001, the Plan was amended such that any sala¬ 
ried employee hired or re hired by YUM after September 30. 
2001 is not eligible to participate in the Plan. Benefits are 
cased on years of service and earnings or stated amounts 
for each year of service. 


Post retirement Medical Benefits 

Our postretirement plan provides health care benefits, 
principally to U.S. salaried retirees and their dependents. 
This plan includes retiree cost sharing provisions. During 
2001* the plan was amended such that any salaried 
employee hired nr re hi red by YUM after September 30, 
20Q1 is not eligible to participate in this plan. Employees 
hired prior to September 30,2001 are eligible for benefits 








m! 


•f they meet &ge. sind service requirements and quality for 
retirement benefits. 

On December 8, 2003 P the Medicare- Prescription Drug, 
improvement and Modernization Act of 2003 (the *Act'). 

introduces a Medicare prescription drug benefit as 
well as a federal subsidy to sponsors of retiree health care 
benefit plans that provrde a benefit that is at least actuari¬ 
al ly equivalent to the Medicare benefit, was enacted. On 
January 12, 2004 the FA3B tssueci Financial Staff Position 
N o . 106a r “Acc ou nt i ng a nd Disc losure Requ i reme n ts 
Related to The Medicare Prescription Drug, improvement 
and Modernization Act of 2003" fFSP lp6a p '} to discuss 
certain accounting and disclosure issues raised by the Act, 
We have elected to defer the measurement and disclosure 
requirements under the provisions of PSP 106a until specific 
authoritative guidance is issued by the FASB later In 2004. 
The reported accumulated benefit obligation and net periodic 
benefit costs of our postretirement plan do not reflect the 
effects of the Act. The authoritative guidance, when issued, 
could require revisions to previously reported information. 
While we may be eligible for benefits under the Act based on 
the prescription drug benefits provided in our pest retirement 
plan, we do not befieve such benefits will have a material 
Impact on our Consolidated Financial Statements. 

We use a measurement date of September 30 for 
our pension and post-retirement medical plans described 
above. 

Obligation and Funded status at September 3D: 

PoatretiremenT 


Fenton Benefits Medial Benefits 
2003 2002 2003 2002 


Change in benefit obligation 






Benefit obligation at 






beginning .of year 

S 501. 

$ 420 

$ 

65 

$ 53 

Service cost 

26 

22 


2 

2 

interest cost 

34 

31 


5 

4 

Plan amendments 

— 

14 


— 

— 

Curtail merit gain 

(1) 

(3) 


— 

- 

Benefits and expenses, paid 

{21) 

IIS) 


(4) 

(3} 

Actuarial loss 

90 

33 


10 

7 

Benefit obligation at end of year 

$ 629 

$501 

$ 

81 

£ 58 

Change In plan assets 






Fair value of plan asseis at 






beginning of year 

$ 251 

$ 291 




Ac?uat return on pian assets. 

52 

(241 




Employer contributions 

157 

1 




benefits paid 

(21) 

(IS) 




Administrative expenses 

£1) 

(1) 




Fair value of p^an assets al 






end of year 

S 438 

$ 251 




Funded status 

S(191) 

$(250) 

scai) 

3(68) 

Employer contributions 

— 

25*' 


— 

— 

Unrecognized actuarial mss 

230 

159 


28 

18 

Unrecognized prior service cost 

12 

16 


— 

— 

Net amount recognized >r 






y££r-end 

$ 51 

$ (40j 

$ (53) 

$150) 


/iI Reflects b contributim-i ruck hetman (he Sfcptemfe 1 ? 30.2002 n'easurenenl 
date aiKJ pacemtar 2B, 2002 


Amounts recognized In the 
statomiml oi financial position 
consist of: 


Accrued benefit liability 

5(125) 

$1172) 

$(53) 

S(50! 

intangible asset 

14 

IS 

— 

— 

Accumulated other 
comprehensive loss 

162 

114 

_ 

_ 


$ 51 

$ (40! 

S (S3) 

$[B0i 


Adtlillunnl Information 

Other comprehensive loss 
attributable to change In 
additional minimum liability 
recognition $ 4B $ 76 

Additional yoar-t-rrd Information 
for pons ion plane witfi 
accumulated benefit obligations 
in excess of pian assets 
Projected benefit obligation 6 629 3 501 

Accumulated benefit obligation S63 448 

fair value of plan assets 438 251 

While we are not required to make contributions to the Plan 
in 2004 p we may make discretionary contributions during 
the year based on our estimate of the Plan's expected 
September 30. 2004 funded status. 


Components of Net Periodic Benefit Cost 


Pension Benefits 


2003 

2002 

200 ] 

Service cost 

S 26 

$ 22 

$ 20 

Interest cost 

34 

31 

28 

Amortization of prior service cqki 

4 

1 

1 

Expected return on plan assets 

(30) 


129) 

Recognised actuarial loss 

6 

1 

1 

ftfet periodic benefit cost 

$ 40 

$ 27 

$ 21 

Additional loss recognized due to: 




Curtailment 

s - 

$ 1 

$ — 

Special termination benefits 

— 

— 

2 


Postretire man! Medical Benefits 


2003 

2002 

2001 

Service cost 

S 2 

$ 2 

$ 2 

Interest to$£ 

5 

4 

4 

Amortization oi prior Service cost 

--- 

— 

ID 

Recognized actuarial loss 

1 

1 

— 

ttes periodic cenefit cost 

$ a 

$ 7 

$ 3 


Prior service costs are amortized on a straight-line basis over 
Ihe average remaining service period of employees expected 
to receive benefits. Curtailment gains and mosses have gener¬ 
ally been recognized in- facility actions as they have resulted 
primarily from refranchising and closure activities. 

Weighted-average assumptions used to determine benefit 
obligations at September 3D: 

Ftostretirenwit 
Pension Benefit Medics! Benefits 

_ 2003 20Q2 2003 2002 

Discount rate 6.25% 6.85% 8.25% 6-85% 

Rate of compensation increase 3.75% 3.85% 3.75% 3.55%- 


























Weighted-average assumptions used to determine the net periodic benefit cost for fiscal years: 


Perision Benofi's Postretiremen! Medical Benefits 



2003 

2002 

2(X V 

2003 

2002 

2001 

Discount rate 

585% 

7,60%. 

S. 03 % 

6.85 : 

7.5S% 

S.27% 

Lon£-r_eTm rate of return on p^n assets 

8.50% 

10.00% 

10.00% 

— 

— 

— 

of compensation increase 

3.85% 

4,60% 

5.03%. 

3.85% 

4.60% 

5.03% 


Our estimated long term rate of return on plan assets 
represents a weighted-average of expected future returns 
on the asset categories included in our target investment 
allocation based primarily on the historical returns for each 
asset category, adjusted for an assessment of current 
market conditions. 

Assumed health care cost trend rates at September 30: 

HoBLneUremenl 
Medical Benefits 


2003 2002 

Health core cost trend rate assumed for next year 02% 12% 

Halt* \o wh en the cost trend fate assumed to 
declknp Itfte ultimate-trend rale} 5,5% 5,5% 

Year that the rate reaches the ultimate trend rate 2012 201] 


There is a cap on our medical liability for certain retirees. 
The cap for Medicare eligible retirees was reached in 2000 
and the cap for norvMedieare eligible retirees is ex pooled to 
be reached between the years 2007-20Q8; once 1 he cap is 
reached, our annual cost per retiree will not increase. 

Assumed health care cost trend rates have a signifi- 
cant effect on the amounts reported for our postretirement 
health care plans. A one-percentage-point change in 
assumed health care cost trend rates would have the 
following effects: 

I -Percentage-- l-PafMnlflfi* 


Paint Point 

Incfease DecretiSSG 

Effect on total -of service and Interest cost S $ — 

Effect oo postretiremenf benefit obligation $4 $ pi 


Plan Assets 

Our pension plan weighted-average asset allocations at 
September 30, by asset category are set forth below; 


Asset Category 2003 2002 


Equity securities 

65% 

62% 

Dtbt stc-j nties 

30% 

37% 

Cash 

5% 

_ i% 

Total 

100% 

100% 


Our primary objectives regarding the pension assets are to 
optimize return on assets subject to acceptable risk and 
to maintain liquidity, meet mini mum funding requirements 
and minimize plan expenses. To achieve these objectives 
we have adopted a passive investment strategy in which 
the asset performance is driven primarily by the investment 
allocation. Our target investment allocation is 70% equity 
securities and 30% debt securities, consisting primarily 
of low cost index mutual funds that track severs sub¬ 


categories of equity and debt security performance. The 
investment strategy is primarily driven by lower participant 
ages and reflects a long term Investment horizon favoring a 
higher equity component m the investment allocation, 

A mutual fund held as an investment by the pension 
plan includes YUM stock in ihe amounts of SO.2 million and 
$0.1 million at September 30. 2003 and 2002 (fcss than 
1% of total plan assets in each instance). 



STOCK-BASED EMPLOYEE COMPENSATION 


At year-end 2003. we had four stock option plans In effect: 
the YUM] Brands, Inc. Long-Term Incentive Plan ("1999 
LTIP") P the 1997 Long-Term Incentive Plan ("1997 LTIP"), the 
YUM! Brands, Inc. Restaurant General Manager Stock Option 
Plan i" RGM Plan'') ano the YU Ml Brands, Inc. ShanePower 
Plan ("SharePower"}. During 2003, the 1999 LTIP was 
amended, subsequent to shareholder approval, to increase 
the total number of shares available for issuance and to 
make certain other technical and clarifying changes. 

We may grant awards of up to 29.0 million shares 
and 45.0 million shares of stock under the 1999 LTI^ns 
amended, and 1997 LTIP respectively. Potential awards to 
employees and non-employee dsrec'ors under the 1999 LTIP 
include stock options, incentive stock Dpt ions, stock appro 
ciauon rights, restricted stock, stock units f restricted stock 
units, performance shares and performance units. Potential 
swards to employees anc non-employee directors under the 
1997 LTIP Include stock appreciation rights, restricted stock 
and performance restricted stock units. Prior to January 1, 
2002, wo also could grant stock options and incentive stock 
options under the 1997 LTIP We have assuou only stock 
options and performance restricted stock units under the 
1997 LTIP and have Issued only stock options under the 
1999 LTIP 

We may grant stock options under the 1999 LTIP to 
purchase shares at a price equal to or greater than the 
average market once of the stock on the date of grant. 
New option grants under Ihe 1999 LTIP can have varying 
vesting provisions and exercise periods. Previously granted 
options under the 1997 LTIP and 1999 LTIP vest in periods 
ranging from immediate to 2007 and expire ten 1c fifteen 
years after grant. 

We may grant options to purchase up to 15.0 ml I iron 
shares of stock under the RGM Plan at a price equal to or 
greater than the average market price of the stock on the 










im® Bm 


date of grant. RGM Plan options granted rave a four year 
vesting period and expire ten years after grant. We may 
grant options to purchase u ; p to 14.0 million shares of stock 
at a price equal to or greater than the average market 
price of the stock on the date of grant under SharePower, 
Previously granted ShonePower options have expirations 
through 2013. 

At the Spin-off Date, we converted certain of the 
unvested options to purchase PepsiCo stock that were 
held by our employees to YUM stock options under either 
the 1997 LTIP or SharePowec We converted the options at 
amounts and exercise prices that maintained the amount of 
unrealized stock appreciation that existed Immediately prior 
to the Spin-off. The vesting dates and exercise periods of 
the options were not affected by the conversion. Based on 
their original PepsiCo grant date, these converted options 


vest m periods ranging from one to ten years and expire 
ten to fifteen years alter grant. 

We estimated the fair value of each option grant made 
during 2003.2002 and 2001 as of the date of grant using 
tne Biack-Scholes option-pricing model with the following 
weighted average assumptions: 



2003 

2002 

2001 

flish-free interest rate 

3.0% 

4.3% 

4.7% 

Expected life (years) 

6.0 

6.0 

6.0 

Ejected volatility 

33,6% 

33.9% 

32.7% 

Expected dividend yield 

0.0% 

0.0% 

om 


A summary- of the status of all options granted to employees 
and non-employee directors as of December 27. 2003, 
December 28, 2002 snd December 29, 2001, arrd changes 
during the years then ended is presented below- >tabular 
options in thousands}: 



Decern btji 27. 2003 

December 23. 2CC-2 

December 2§ p jotjj 


□ pliant 

W|rl. Avf. 
Exsrci&s 
Plica 

Options 

Wrd. Avg, 
Exercrse 

Price 

Qp^ons 

Wld Avg. 

Prtca 

Outstanding at beginning of year 

49,630 

S 17.54 

54.452 

$ 16.04 

53,358 

$15.60 

Granted at price e*|uai to average markei price 

7*344 

24.78 

5,974 

25.52 

10.019 

17.34 

Exercised 

(6,902} 

16.16 

|S,37S) 

14,06 

(3,6351 

11.56 

Forfeited 

0,101) 

1946 

(2.920) 

19.07 

(5.290) 

17.16 

Outstanding at end of year 

46,971 

Slfl.77 

49,630 

$ 17,54 

54,452 

$ 16.04 

Exercisable at end of year 

19.B75 

S 17.22 

17,762 

$13-74 

12.962 

S 12.76 

Weighted average fair value of options granted during the year 

S9.43 


$10,44 


$7.10 



The following table summarises information about stock options outstanding and exercisable at December 27, 2003 
(tabular options in thousands): 

_ Options Outstanding Options ExflrcsSia'Jte 

Wld. Aug. 

Remaining WW. Wtd. Av£. 


Rarnge of ExvrciSa Prices 

pqUofi n 

CcnLractual Life 

Exercise Price 

Options 

Exercise Pries 

$0-10 

S82 

EH 

$ 7.70 

882 

$ 7,70 

10-15 

7,757 

3.29 

12.73 

7,109 

12.72 

15-20 

20,568 

6,09 

16.12 

5,861 

16.36 

20-30 

16,656 

7,72 

24.42 

5.379 

23.30 

30-40 

1,108 

7.22 

34,05 

644 

36.30 


46,971 



19,875 



































In November 1997, we granted I wo awards of performance 
restricted stock units of YU M's Common Stock to our Chief 
Executive Officer ("CEO"). The awards were made under 
the 1997 ITIP and may be paid In Common Stock or cash 
at the discretion of the Compensation Committee of the 
Board of Directors. Payment of an award of 12.7 million 
was contmgent upon the CEQ J s continued employment 
through January 25, 2001 and our attornment of certain 
pre-established earnings thresholds. In January 2001, our 
CEO received a cash payment of $2.7 million following 
the Compensation Committee's certification of YU M's 
attainment of the pre-established earnings threshold. 
Payment of an award of $3.6 million is contingent upon 
his employment through January 25, 2006 and our attain¬ 
ment of certain pre-established earnings thresholds. The 
annual expense related to these awards included In earn¬ 
ings was $0,4 million for 2003, $0.4 million for 2002 and 
$0.5 million for 2001. 



OTHER COMPENSATION AND BENEFIT PROGRAMS 


We sponsor two deferred compensation benefit programs, 
the Restaurant Deferred Compensation Pian and the 
Executive Income Deferral Program :the ~R DC Plan' and 
the "ElD Plan," respectively) for eligible employees and 
non-employee directors. 

Effective October 1, 2001. participants can no longer 
defer funds into the RDC Finn, Phor to that date, the RDC 
Plan allowed participants to defer a portion of thesr annual 
salary. The participant’s balances will remain m the RDC 
Plan until their scheduled distribution dates. As defined 
by the ROC Plan, we credit the amounts deferred with 
earnings based on the investment options selected by the 
participants. Investment options «n the RDC Plan consist of 
phantom shares of various mutual funds and YUM Common 
Stock. We recognise compensation expense for the apprecia¬ 
tion or depreciation, if any, attributable to all investments in 
the RDC Plan, and prior to October 1.2001, for any matching 
contributions. Our obligations under the RDC program as of 
the end of 2003 and 2002 were $11 million and $10 miIIIon. 
respectively. We recognized annual compensation expense 
of $3 million in 2003, less than $1 million in 2002 and 
$3 million in 2D01for Ihe RDC Plan. 

The ElD Plan allows participants to defer receipt 0f a 
portion of their annua: salary and ail Dr a portion of their 
incentive compensation. As defined by the ElD Plan, we 
credit the amounts deferred with earnings based on the 
investment options selected by the participants. These 
investment options arc limited to cash and ohantom shares 
of our Common Stock. The ElD P-'an allows participants to 
■defer Incentive compensation to purchase phantom shares 
of o^r Common Stock ai a 25% discoun' from the average 
market price at the date of deferral (the "Discount Stack 
Account"). Participants bear the risk of forfeiture of both 


The discount and any amounts deferred to the Discount 
Stock Account if ihey voluntarily separate from employ¬ 
ment during the two year vesting period. We expense the 
Intrinsic value of the discount over the vesting period. As 
Investments -n the phantom shares of our Common Stock 
can only ho settled in shares of our Common Stock, we do 
not recognize compensation expense for the appreciation 
or the depreciation, if any, of these investments. Deferrals 
into the phantom shares ot our Common Stock are credited 
to the Common Stock Account. 

Our cash obligations under the ElD Plan as of the end of 
2003 and 2002 were $25 million and $24 mi!non. respec¬ 
tively. We recognized compensation expense of $3 million 
in 2003, $2 million in 2002 and £4 million in 2001 for the 
ElD Plan. 

We sponsor a contributory plan to provide retirement 
benefits under ihe provisions of Section 40l(k) of the 
eternal Revenue Code (the "401 (k) Plan") for eligible U.S. 
salaried and hourly employees. During 2003. participants 
were able to elect to contribute up to 25% of eligible 
compensation on a pre-tax basis (the maximum participant 
contribution increased from 15% to 25% effective January 1, 
2DO3). Participants may allocate their contributions to one 
or any combination ai 10 investment options within the 
403 (k,i Plan. Effective October 1. 2001. the 401(k) Plan 
was amended such that the Company matches 100% of the 
participant's contribulion up to 3% of eligible compensation 
and 50% of the participant's contribution on the next 2% of 
eligible comoensation. All matching contributions are made 
to the YUM Common Stock Fund. Prior to this amendment, 
we made a discretionary matching contribution equal to a 
predetermined percentage of each participant’s contnbu 
tion to the YUM Common Stock Fund. We determined our 
percentage match at the beginning of each year based on 
the Immediate prior year performance of our Concepts. We 
recognized as compensation expense our total matching 
contribution of $10 mil Jon in 2003. $S mdlion in 2002 and 
$5 million in 2001. 



SHAREHOLDERS' RIGHTS PLAN 


In July 1938, our Board of Directors declared a dividend 
distribution of one right for each share of Common Stock 
outstanding as of August 3,1998 (the ^Record Date "k As 
a result of the two-for-one stock split distributed on June 
17, 2002, each holder of Common Stock is entitled to one 
right for every two shares of Common Stock (one-half right 
per share). Each right initially entitles the registered holder 
to purchase a unit consisting of one one-thousandth of a 
share [a "Unit*) of Series A Junior Participating Preferred 
Stock, without par value, at a purchase price of $130 per 
Unit, subject to adjustment. The rights, which do net have 
voting rights, will become exercisable for our Common Stock 
ten business days following a public announcement that a 


person or group has acquired, ur has commenced or Intends 
to commence a tender offer for, 15% or more or 20% or 
more if such person or group owned 10% or more on the 
adoption date of this plan, of our Common Stock. In the 
event the rights become eaercisabtei for Common Stock, 
each right will entitle its holder (other than Ihe Acquiring 
Person as defined in the Agreement) to purchase, at the 
right's then-current exercise pr?ce, YUM Common Stock 
having a value of twice the exercise price of the right. In the 
event the rights become exercisable for Common Stock and 
thereafter we are acquired in a merger or other business 
combination, each right will entitle its holder to purchase, 
ai; the right's then- current exercise price, common stock of 
the acquiring company having a value of twice the exercise 
price of the right. 

We can redeem the rights in their entirety, prior to 
becoming exercisable, as $0.01 per right under certain 
specified conditions. The rights expire on July 21, 2008. 
unless we extend shat date or we have earlier redeemed or 
exchanged the rights as provided in the Agreement. 

this description of the rights s qualified in its 
entirety by reference to the origin a? flights Agreement, 
dated July 21, 1998. and the Agreement of Substitution 
and Amendment of Common Share Rights Agreement, 
dated August 28, 2003. between YUM and American 
Stock Transfer and Trust Company, the Rights Agere {both 
including the exhibits thereto). 



SHARE REPURCHASE PROGRAM 


In November 2003, our Board of Directors authorised a new 
share repurchase program. This program authorizes us to 
repurchase, through May 21, 2005., up to $300 million of 
our outstanding Common Stock {excluding applicable trans¬ 
action fees). During 2003, we repurchased approximately 
169,000 shares for approximately $5,7 million under Ibis 
program at an average price per share of approximately 
$34. Based on market conditions and other factors, addi¬ 
tional repurchases may be made from time to time in the 
open market or through privately negotiated transactions 
at the discretion of the Company. 

In November 2002, our Board of Directors authorized 
a share repurchase program. This program authorized us 
to repurchase up to $300 million (excluding applicable 
transaction fees) of our outstanding Common Stock. This 
share repurchase program was completed in 2003. During 
2003, we repurchased approximately 9.2 million shares 
for approximately $272 million at an average price per 
share of approximately $30 under this program. During 
2002, we repurchased approximately 1.2 million shares for 
approximately $28 million at an average price per share of 
approximately $24 under this program. 

In February 2001. our Board of Directors authorized 
a share repurchase program. This program authorized us 


to repurchase up to- $300 million (excluding applicable 
transaction fees': of our outstanding Common Stock. This 
share repurchase program was completed in 2002, During 
2002. we repurchased approximately 7.0 million shares 
for approximately $200 million at an average price per 
sham of approximately $29 under this program. During 
? 001. we repurchased approximately 4. B mi I non shares for 
approximately $100 mi I lion at an average pries per share 
of approximately $21 under this program. 



INCOME TAXES 


The derails of our income tax provision (benefit) are set 
forth below. Amounts do not include the income tax benefit 
of approximately $1 million cm the $2 million cumulative 
effect adjustment recorded on December 29, 2002 due to 
the adoption of 5FAS 143. 



2003 

2002 

2001 

Cut rent; 

Federal 

$ 181 

$137 

% 200 

Foreign 

114 

93 

75 

State 

(4) 

24 

SB 


291 

254 

313 

Deferred; 

Federal 

(23| 

29 

(29) 

Forclgfi 

(1SI 

W 

(33) 

State 

16 

{2} 

ao) 


(23) 

21 

(72) 


$2£$ 

S 275 

$241 


Taxes payable were reduced by $26 million, $49 million 
and $13 million in 2003, 2002 and 1 2001, respectively, as 
a result of stock option exercises. In addition, goodwill and 
other intangibles were reduced by $8 million in 2001 as a 
result of the settlement of a disputed claim with the Internal 
Revenue Service relating to the deductibility of reacquired 
franchise rights and other intangibles offset by an $3 million 
reduction In deferred and accrued taxes payable. 

Valuation allowances related to deferred tax assets 
in certain states increased by $6 million ($4 million, net 
of federal tax) and $1 million ($1 million, net of federal 
tax) and in foreign countries increased by $19 mi if son and 
$6 million in 2003 and 2002, respectively, as o result of 
determining that it is more likely than not that certain loss 
carryforwards will not be utilized prior to expiration. In 
2001, valuation allowances related to deferred tax assets 
in certain states and foreign countries were reduced by 
$9 million ($6 million . net of federal tax) and $6 million, 
respectively, as a result of determining that those assets 
will he utilized prior to expiration. 

The deferred foreign tax provision for both 2002 and 
2001 included a $2 million credit to reflect the impact of 
changes in statutory lax rates in various countries. 















U.S, arm foreign income before income taxes are set 


forth below: 

£003 

200? 

2001 

u.s. 

sees 

% 666 

$599 

Fufc-lgp 

217 

193 

134 


s sac 

$ 85® 

5 733 

The reconciliation of income taxes calculated at the b.S. 

federal tax statutory rate to our effective tax rate 

is set 

forth below: 

2003 

3002 

2001 

rederal statutory rate 

State income tax, net of federal 

35,0% 

35.6% 

35. ■ ■ 

tax benefit 

1.8 

2.0 

2.1 

Foreign and U.S. tax effects 
attributable to foreign operations 
Adjustments to reserves arid 

(3-«J 

I2.S) 

(0-7) 

prior years 

Foreign tax credit anwnded 

(1-7) 

(1-S) 

11.81' 

return benefit 

Valuation allowance additions 

(4.1) 

— 

— - 

i reversals] 

2,8 

— 

(1,7) 

Other, nei 

— 

(0-3) 

JOIJ 

Effective income ta* rate 

30.2^ 

32.1% 

32.8% 

We amended certain prior year returns in 

2003 upon our 

determination that it was more beneficial to cl atm credit on 
Cur U.S. tax returns for foreign taxes paid than to deduct 
such taxes, as had been done when the returns were origi¬ 
nally filed. The benefit for amending such returns will be 

non-recurring. 




The details of 2003 and 2002 deferred tax liabilities 

(assets) are set forth below: 


2003 

2002 

intangible assets anti property. 




plant and equipment 


3 232 

$ 229 

Other 


101 

76 

Gtq 5& deferred tax I ab.hl tu 


% 333 

$ 305 

N*i operating soss and rax credit 




carryforwards 


5(231) 

*(134) 

Employee benefits 


(115) 

(100) 

Seif-insured casus* delink 

Capital cases and futu-c rt^il 


(52) 

(58) 

tibligations related to 
salo-leasebacK agreements 


166) 

(114} 

various liabilities and .mh-t 


(362) 

, > 

Gross deferred tas assess 

Deferred ta>. ass-er valuation 


(846) 

-7ij9 

allowances 


183 

155 

Net deferred tax assets 


(663) 

(6141 

Net deferred tax (assets) labilities 


$(330) 

$ (3091 

Reported in Consolidated Balance Sheets as: 



Deterred inconm: tex assets 


$(165) 

$(121) 

Glb&r assets 


(17ft) 

(222) 

Accounts payabte and other Gurietvt liabilities 

13 

34 



$(330) 

$(309) 


A determination of the unrecognized deferred tax liability 
for temporary differences related to our investments In 
foreign subsidiaries and investments in foreign unconsoli¬ 
dated affiliates that are essentially permanent in duration 
is not practicable. 

We have available net operating loss and fax credit 
carryforwards totaling approximately $1.5 billion at 
December 27.2003 to reduce future tax of YUM and certain 
subsidiaries. The carryforwards are related to e number 
of foreign and state jurisdictions. Of these carryforwards. 
$18 million expire in 2004 and $1.2 billion expire at various 
times between 2005 and 2021, The remaining carryfor¬ 
wards of approximately $313 million do not expire. 


REPORTABLE OPERATING SEGMENTS 

We are principally engaged in developing, operating, 
franchising and licensing the worldwide KFC, Pizza Hut 
and Taco Bell concepts, and since May 7, 2002, the US 
and MW concepts, which were added when we acquired 
YG R. KFC, Pizza Hub Taco Bell, LJS and MW operate 
throughout the IhS. and in 38. 86. 12, 3 and 13 coun¬ 
tries and territories outside the LLS,, respectively. Our five 
largest international markets based on operating profit in 
2003 are China, United Kingdom, Australia. Canada and 
Korea. At December 27, 2003, we had investments In 9 
unconsolidated affiliates outside the U.5. which operate 
principally KFC and/or Pizza Hut restaurants. These uncon¬ 
solidated affiliates operate in China, Japan, Poland and 
the United Kingdom. Additionally, we had an investment in 
an unconsolidated affiliate in the U,S. which operates Van 
Can restaurants. 

We identify our operating segments based on manage¬ 
ment responsibility within the U.3. and International. For 
purposes of applying SFAS No. 131, "Disclosure About 
Segments of An Enterprise and Related Information" 
("3FAS 131"), wc consider US and A&W to be & single 
segment We consider our KFC, Pizza Hut, Taco Bell and 
LJS/A&W operating segments to be similar and therefore 
have aggregated them into a single reportable operating 
segment. Within our International operating segment, no indi¬ 
vidual counfry was considered material under the SFAS 131 
requirements related to information about geographic areas 
and therefore, none have been reported separately 


Revenues 

2003 

2002 

200 1 

United States 

5 5,ess 

$5,347 

$4,827 

International 

2,725 

2,410 

2.12$ 


$B,3B0 

£7,757 

$6,953 
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Operating Profit; 

Interest Expense. Net; and 


Income Baffin? Income Trucks 

2003 

2002 

* 

United States 

S 612 

: $ 802 

$ ©95 

International* 1 '- 

441 

361. 

305 

Unadocated and corporate expenses 

(179) 

«J8i 

( 148) 

Unallocated other income (expense) 

O) 

(i) 

(3) 

Unallocated facility action^ 

4 

19 

39 

Wrench litigation" 1 

(42) 

— 

— 

AmeriServe and otter 

(charges.!- credits 1 

26 

27 

3 

Total operating pro- 

1,059 

1.030 

S91 

Interest expanse, m~ 

1173) 

(172) 

(158) 

Income before Income taxes and 
cumulative effect ot 

accounting change 

$ BBS 

$ 658 

$ 733 

Dfip-nfifiiatian ami Amortization 

2003 

2002 

2001 

United States 

$ 240 

$ 22& 

$ 224 

international 

146 

122 

117 

Corporate 

IS 

20 

13 


$ 401 

£ 370 

$ 354 

Capital Spending 

2003 

2002 

2001 

United States 

$ 395 

$ 453 

$ 392 

International 

246 

295 

232 

Corporate 

22 

12 

12 


S 663 

$ 760 

& 636 

1 ctefltiflabEe Assets 

2003 

2002 

2001 

United States 

S 3,273 

$3,285 

$2,521 

International' 11 ' 

1,660 

1,732 

1.593 

Corporate 1 * 

461 

383 

306 


S 5,630 

$5,400 

$4,425 

Long-lived Assets 1 * 

2003 

200,2 

2001 

United States 

$ 2.880 

S- 2,805 

$2,195 

International 

1,206 

1,021 

955 

Corporate 

72 

60 

45 


£4,158 

$3,886 

$3,195 


.u! Inc'LdBE equ-iji Incarne ur .a?«onSaliUaStH} aril aces q1 $44 it liun $31 mill c-i 
ai%d $26 «-:.j|iun m 2003. 2002 and 20Q1, f^LiienlVoty 
.’bj TJri^ii feeaud facility actiDns comprise^ rttfrsn&hislng gains (ioseesj wtiich arc*. 

IWl altoCBted to trie Li.S. fir InSerru^Rf’-a.! £€£(nen[£ for performoncq reporting 
purges 

(ci Spf Wn(p- 7 for a Olscusslcm oJ Ameai^v* and other -cha-rgesl credfls enfi 
Nuts 2-4 for a dlscusskin tf VWMtijh *irigatJan. 

[tit Includes tiw?*iir*"t i- unconsolidaled aff il-itiirs. <-l $162 mi..ion, ^nllliDh 
and $213 WHon tor 2003 .2032 und 2001. naapfiCliWl^. on Nfivfrfeitirtr 10, 

2003 we d,fi$qNetl Cur udCfifiSQf idated sTflliate in Sm#to Sec Note 0 for torshar 
fliMUSSlOil. 

'el Primaniy relydes deferred assets. ca-sn and cash equivalents., property, plant 
and equ : orient, r>»t, related to Bur ^Ttlce facilities mr,<j iairv&iue ot derivative 
^si^rnants. 

(fj IrcluESea prapeuy, plflnt Eind equipment, net. ^aodwill., :-.-3 intangible- paseca, net. 

See Note 7 for add II ion a J operating segment disclosures 
related to impairment, store cEosure costs and the carrying 
amount of assets held for sale. 


GUARANTEES, COMMITMENTS AND CONTINGENCIES 

Lease Guarantees and Contingencies 
As a result of (a) assigning our Interest in obligations under 
real estate leases as a condition to the refranchising of 
certain Company restaurants; (b) contributing certain 
Company restaurants to unconsolidated affiliates; and 
(c) guaranteeing certain other leases, we are frequently 
contingently liable on lease agreements. These leases harve 
varying terms, the latest of which expires in 2030. As of 
December 27, 2003 dnd December 23 r 2002, the potential 
amount of undiscounted payments we could be required to 
make in the event of non-payment by the primary lessee was 
3411 million and S426 million, respectively. The present 
values of these potential payments discounted at our pre¬ 
tax cost of debt at December 27 r 2003 and December 23, 
2002, were $326 mi Elion and $310 million, respectively Our 
franchisees are the primary lessees under the vast majority 
of these leases. We gene rally have cross-default provisions 
with these franchisees that would put them In default of their 
franchise agreement in the event of non-payment under the 
lease. We believe these cross-default provisions significantly 
reduce the risk that we will be required to make payments 
under these leases. Accordingly, the liability recorded for 
our exposure under such leases at December 27,2003 and 
December 28, 2002, was not materia I . 

Guarantees Supporting Financial Arrangements of 
Certain Franchisees, Unconsolidated Affiliates and Other 
Third Parties 

At December 27, 2003 and December 28, 2002, we had 
provided approximately $32 million of partial guarantees of 
two loan pools related primarily to the Company's historical 
retrench ising programs and, to a lesser extent, franchisee 
development of new restaurants. In support of one of these 
guarantees, we have posted $32 million of tetters of credit. 
We also provide a standby letter of credit of $23 million under 
which we could potentially be required to fund a portion of 
one of the franchisee loan pools. The total loans outstanding 
under these loan pools were approximately $123 million at 
December 27 f 2003. Any funding under the guarantees or 
letters of credit would be secured by the franchisee loans and 
any related collateral. W£ believe that we h£ve appropriately 
provided for our estimated probable exposures under these 
contingent liabilities- These provisions were primarily charged 
to refranchising (gains) rosses. New loans are not currently 
being added to either loan pool 

We have guaranteed certain lines of credit and loans 
of unconsolidated; affiliates totaling $28 mi I Non and 
$26 million at December 27, 2003 and December 28, 
2002, respectively. Our unconsolidated affiliates had 
total revenues of over $1.5 billion for the year ended 
December 27, 2003 and assets and debt of approxi¬ 
mately $858 million and $41 million, respectively, at 
December 27. 2003. 

































We have also guaranteed certain lines of credit leans 
and letters of credit of third parties totaling, $8 million and 
$15 million at December 27, 2003 and December 28, 
2002, respectively. If all such lines of credit and letters 
of credit were fully drawn the maximum contingent liability 
under these arrangements would be approximately 
$25 million as of December 27, 2003 and $27 mi It ion as 
of December 28, 2002. 

We have varying levels of recourse provisions and 
collateral that mitigate the risk of Jess related to our guar¬ 
antees of these financial arrangements of unconsolidated 
affiliates end other third parties. Accordingly, our recorded 
liability os of December 27,2003 and December 28,2002 
is not significant. 

Insurance Programs 

We are self-in sored for a substantial portion of our current 
and prior years' coverage including workers' compensation, 
employment practices liability, general liability, automobile 
liability anca property losses (collectively, property and 
casualty losses"). To mitigate the cost of our exposures 
for certain property and casualty losses, we make annual 
decisions to self-insure the risks of loss up to defined 
maximum per occurrence retentions on a line by line basis 
or to combme certain lines of coverage into one loss poo* 
with a single self-insured aggregate retention. The Company 
then purchases insurance coverage, up to a specified limit, 
for losses that exceed the self-insurance per occurrence 
or aggregate retention. The insurers' maximum aggregate 
loss limits are significantly above our actuarialiy determined 
probable losses; therefore, we believe ihe likelihood of 
losses exceeding the insurers' maximum aggregate loss 
limits is remote. 

We are also insured for healthcare claims for eligible 
participating employees subject to certain deductibles and 
limitations. We have accounted for our retained liabilities 
for property and casualty losses and healthcare claims, 
including reported and incurred but not reported claims, 
based on Information provided by independent actuaries. 

Due to the inherent volatility of actuarialiy determined 
property and casualty loss estimates, it is reasonably 
possible that we could experience changes in estimated 
losses which could be material to our growth in quarterly 
and annual net income. We believe that we have recorded 
reserves for property and casualty losses at a level which 
has substantially mitigated the potential negative impact 
of adverse developments and/or volatility. 

Change of Control Severance Agreements 

The Company has severance agreements with certain key 
executives (the T Agreements":- mat are renewable on an 
annual basis. These Agreements are triggered by a termina¬ 
tion, under certain conditions, of the executive's employment 
following a change n control of the Company, as defined in 
the Agreements. If triggered, the affected executives would 


generally receive twice the amount of both their annual base 
salary and their annual incentive in a lump sum, a propor¬ 
tionate bonus at the higher of target or actual performance 
outplacement services and a tax groes-up for any exesse 
taxes. These Agreements have a three-year term and auto^ 
maiically renew each January 1 for another three-year term 
unless the Company elects not to renew the Agreements. If 
these Agreements had been triggered as of December 27, 
2003, payments of approximately $38 million would have 
been made. In the event of a change of control , rabbi trusts 
would be established and used to provide payouts under 
existing deferred end incentive compensation plans. 

Litigation 

We are subject to various claims and contingencies related 
to lawsuits, taxes, environmental and other matters arising 
out ot the normal course of business. Like certain other 
large retail employers, the Company has been faced in 
certain states with allegations of purported class-wide 
wage and hour violations. 

On August 29, 1997. a class action lawsuit against 
Taco Bell Corp., entitled Bravo, et ah v. Taco Bel! Eorp. 
f"Bravo';. was filed in the Circuit Court of the State of 
Oregon of the County of Multnomah. The lawsuit was filed by 
two former Taco Bell shift managers purporting to represent 
approximately 1 7,000 current and former hourly employees 
statewide. Ihe lawsuit alleged violations of state wage and 
hour laws, principally involving unpaid wages including over¬ 
time, and rest and meal period violations, and sought an 
unspecified amount in damages. Under Oregon class action 
procedures. Taco Bell was allowed an opportunity to "cure" 
the unpaid wage and hour allegations by opening a claims 
process to a! 1 putative class members poor to certification 
of the class. In this cure process. Taco Bell paid out less 
than $1 million. On January 26, 1999. Ihe Court certified 
a class of ell current and former shift managers and crew 
members who claim one or more of the alleged violations. 
A Court-approved notice and claim form was mailed to 
approximately 14,600 class members on January 31. 
2000. Trial began on January 4, 2001. On March 9, 2001, 
the jury reached verdicts on the substantive issues in this 
matter, A number of these verdicts were in favor of the 
Taco Bell position; however, certain issues were decided In 
favor of the plaintiffs. In April 2002, a jury trial to determine 
the damages of 93 ot those claimants found that Taco Beil 
failed to pay for certain meal breaks and/or off th e-clock 
war* for 86 of the 93 claimants. However, the total amount 
of hours awarded by the jury was substantially less than that 
sought by the claimants. In July and September 2tK>2, the 
court ruied on several post-trial motions, including fixing the 
total number of potential claimants at 1,031 (including the 
93 claimants for which damages had already been deter¬ 
mined) and holding that claimants who prevail are entitled 
to prejudgment interest and penalty wages. The second 



damages trial for ihe remaining 936 claimants began on 
July 7,2003- Before the tnal concluded, the parties reached 
an agreement to settle this matter in full. The court granted 
final approval of ihe settlement on December 23, 2003 and 
final judgment of dismissal was entered on December 26, 
2003. Payments to class counsel and eligible claimants 
were made in the first quarter of 2004. We have previously 
provided for the costs of this settlement as AmeriServe and 
other charges (credits). 

On January 16,1998, a lawsuit against Taco Bell Corp,, 
entitled Wrench LLC. Joseph Shields and Thomas Rinks v, 
Taco Self Corp , was filed in the United States District Court 
for the Western District of Michigan. The lawsuit alleged 
that Taco BeM Corp. misappropriated certain ideas and 
concepts used in rts advertising featuring a Chihuahua, 
The plaintiffs sought to recover monetary damages under 
several theories, including breach of implied-irvfact contract, 
idea misappropriation, conversion and unfair com pet! hen. 
On June 10, 1999, the District Court granted summary 
judgment in favor of Taco Bed Corp. Plaintiffs filed an 
appear with the U.S. Court of Appeals For the Sixth Circuit 
ftiie “Court of Appeals"), and oral arguments were held on 
September 20„ 2000, On July 6, 2001 r the Court of Appeals 
reversed the District Court's judgment in favor of Taco Bell 
Corp, and remanded the case to the District Court. Taco Bel 
Cqrp P unsuccessfully petitioned the Court of Appeals for 
rehearing en banc, and its petition for writ of certiorari to the 
United States Supreme Court was denied on January 21, 
2002. The case was returned to District Court for trial 
which began on May 14, 2003 and on June 4, 2003 the 
jury awarded $30 million to the plaintiffs. Subsequently, 
the plaintiffs' moved to amend the judgment to include pre- 
judgment interest end post judgment Interest and Taco Bell 
filed its post-trial motion for judgment as a matter of law 
or a new trial On September 9 P 20Q3 r the District Court 
denied Taco Bell's motion and granted the pontiff's motion 
to amend the judgment. 

In view of the jury verdict and subsequent District 
Court ruling, we recorded a charge of $42 million in 2003. 
We continue to believe that the Wrench plaintiffs' claims 
are without merit and have appeased the verdict to the 
Sixth Circuit Court of Appeals, Post-Judgment interest will 
continue to accrue during the appeal process. 

On July 9. 2003 we filed suit against Taco Bell's former 
advertising agency in the United States District Court for 
the Central District of California seeking reimbursement 
for any final award that may be ultimately affirmed by the 
appeals courts and costs that we have incurred in defending 
Ihis matter. We are a iso seeking reimbursement from our 
Insurance carriers. 


Obligations to PepsiCo, Inc. After Spin-off 
In connection with the Spin-off, we entered into sepa¬ 
ration and other related agreements (the "Separation 
Agreements") governing the Spin-off and our subsequent 
relationship with PepsiCo. These agreements provide 
certain indemnities to PepsiCo, 

Under terms of the agreement, we have indemnified 
PepsiCo for any costs or losses it incurs with respect to 
nil letters of credit, guarantees and contingent liabilities 
relating to our businesses under which PepsiCo remains 
liable. As of December 27, 2003, PepsiCo remains liable 
for approximately $62 million on a nominal basis related 
to these contingencies. This obligation ends at the time 
PepsiCo is released*, terminated or replaced by a qualified 
letter of credit. We have not been required to make any 
payments under this indemnity. 

included in the indemnities described above are contin¬ 
gent liabilities on lease agreements or certain non-core 
businesses of PepsiCo which were sold prior to the Spinoff. 
Two of these businesses. Chews Mexican Restaurant and 
Hot 'n Now filed for bankruptcy protection in October 2003 
and January 2004, respectively. While we can not presently 
determine our liability under these indemnities, if any, we 
do not expect the amount to have a material impact on our 
Consofidoted Financial Statements. Any related expenses 
will be recorded as AmeriServe and other charges (credits) 
in our Consolidated Income Statement. 

Under the Separation Agreements, PepsiCo maintains 
full control and absolute discretion with regard to any 
combined or consolidated tax filings Tor periods through 
October 6, 1997. PepsiCo also maintains full control 
and absolute discretion regarding any common tax audit 
issues. Although PepsiCo has contractually agreed to, m 
good faith, use its best efforts to settle all Joint interests 
in any common audit issue on a basis consistent with prior 
practice, there can be no assurance that determinations 
made by PepsiCo would be the same as we would reach, 
acting on our own behalf, through December 27, 2003. 
there have not been any determinations made by PepsiCo 
where we would have reached a different determination. 
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED) 


2003 

F Jr at Quartos 

Second Quarter 

Third Quarter 

Fourth Quarter 

Total 

Revenues: 

Com-p^Tiy sales 

$1,597 

$ 1,723 

51,765 

$2,356 

$ 7,441 

Franchise and license fees 

205 

213 

224 

297 

939 

Total revenues 

l f 602 

1,936 

1366 

2,653 

9,330 

Wrench litigation 


35 

7 

- - 

42 

AmeriServe and either charges (credits) 

— 

2 

S3) 

(M) 

(M) 

Total costs and expenses. not 

1.S85 

1J16 

1,720 

2,300 

7,321 

Operating profit 

217 

220 

269 

353 

1053 

Income before cumulative effect of accounting change 

115 

122 

164 

214 

618 

Cumulative effect of accounting change, ri£t of tax 

(1) 

— 

— 

— 

d> 

Net income 

117 

122 

164 

214 

617 

Diluted earnings per common share 

0-39 

0 40 

0,53 

0.70 

2.02 

2002 

First Quarter 

Second Quarter 

Third Quartt"- 

Fourth Quarter 

Total 

Revenues; 

Company sales 

51,426 

$ 1,571 

5 1,705 

$2,159 

$6,691 

Franchise and license fees 

188 

196 

£10 

272 

666 

Total revenues 

1,614 

1,767 

1.915 

2,461 

7.757 

Amen Serve and other charges (credits) 

{111 

m 

W 

P) 

(27) 

Total costs and expenses, net 

1.38fi 

1,626 

1,657 

2.166 

6.727 

Operating profit 

226 

241 

25B 

305 

1.030 

Net income 

124 

140 

147 

172 

5S3 

Diluted earnings per common share 

0.40 

0.45 

0,47 

0.56 

1.S8 


See Note 24 for details of Wrench litigation and Note 7 for details of AmeriServe other charges (credits), 
















To tiur Shareholders: 

We are responsible for the preparation, Integrity and fair presentation of the Consolidated Financial Statements, related 
notes and other information included In this annual report. The financial statements were prepared in accordance with 
accounting principles generally accepted in the United Slates of America and include certain amounts based upon our 
estimates and assumptions, as required. Other financial information presented in the annual report is derived from the 
f nancirii statements. 

We maintain a system of internal control over financial reporting, designed to provide reasonable assurance as to the 
reliability of the financial statements K as well as to safeguard assets from unauthorized use or disposition. The system is 
supported by formal policies and procedures, including an active Code of Conduct program Intended to ensure employees 
adhere to the highest standards of persona? and professional integrity. Our internal audit function monitors and reports on 
the adequacy of and romp arcs wivi " o -Tonal • intro 1 - y te . z nd appropriate actions are taken t j across significant 
control deficiencies and other opportunities for improving the system as they are identified 

The Consolidated Financial Statements have been audited and reported on by our independent auditors, KPMG LLR who 
were given free access to all financial records and related data, including minutes of the meetings of the Board of Directors 
and Committees of the Board. We believe that management representations made to the independent auditors were valid 
and appropriate. 

The Audit Committee of the Board of Directors, which is composed solely of outside directors, provides oversight 
to our financial reporting process and our controls to safeguard assets through periodic meetings with our independent 
auditors, internal auditors and management. Both our independent auditors and internal auditors have free access to the 
Audit Committee. 

Although no cost-effective internal control system will preclude all errors and irregularities, we believe our controls as 
of December 27 r 2003 provide reasonable assurance that our assets are reasonably safeguarded. 



DavEd J, Deno 

Chief F nnncial Officer 


Report of Independent Auditors 


The Board of Directors 
YUM* Brands, Inc,: 

We have audited the accompanying consolidated balance sheets of YUM! Brands, Inc., and Subsidiaries (“YUM") as of 
December 27, 2003 and December 28, 2002, and the related consolidated statements of income, cash flows and share¬ 
holders' 1 equity [deficit) and comprehensive income for each of the years in the three-year period ended December 27, 2003. 
These consolidated financial statements are the responsibility of YU M's management. Our responsibility <s to express an 
opinion on these consolidated financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures In the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement presentation. Wo 
believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of YUM as of December 27,2003 and December 23, 2002. and the results of its operations and its cash 
flows for each of the years in the three-year period ended December 27, 2003, in conformity with accounting principles 
generally accepted in the United States of America, 

As discussed m Notes 2 and 12 to the consolidated financial statements, YUM adopted the provisions of the Financial 
Accounting Standards Board's Statement of Financial Accounting Standards No, 142, "Goodwill and Other Intangible 
Assets," in .2002, 



KPMG LLP 


Louisville, Kentucky 
February 10, 2004 


Selected Financial Data 
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Fiscfli Yt?flr 


I In mrltlQAS, tfxcopt per share amt unit amounts] 

2003 

2002 

2001 

2000 

1999 

SttmmaTy of Opt*rations 

Revenues 

Company sates 

Franchise and license fe^s 

$7,444, 

939 

S 6,891 

S66 

$6,138 

815 

5 6.305 

7S6 

5 7,099 
723 

Total 

8.380 

7,757 

6.953 

7,093 

7,822 

Facility actions'^ 

06) 

(32) 

(D 

176 

381 

Wrench Irtigatlort ‘ 

(42) 

— 

— 

— 

— 

AmeriServe atid other (charges) credits 

26 

27 

3 

(204) 

{51} 

Operating profit 

1.059 

.1,030 

891 

860 

1,240 

i rise test expense, net 

173 

172 

458 

176 

202 

Income before income taxes and cumulative effective of 
accounting change 

S55 

as& 

733 

684 

1,038 

Income before cumulative effect rj accounting thange 

E1Q 

5&3 

492 

413 

627 

Cumulative effect of accounting change, nci u 1 ' - \w 

£1) 

— 

- - 

— 

— 

Net income 

617 

563 

492 

413 

627 

Qaaie earn mgs per common share' 

2.10 

1.97 

1.68 

1.41 

2.06 

Diluted esrnutgs per common share ' 

2.02 

168 

1.62 

1.39 

1.96 


Cash Flow Data 


Provided by cpemi ng activities 

Capital spending, exchiding acqu : sitjon$ 

Pn?ceeds fronri re-franchising cf nestau* 3 nis 

S 1,653 

663 

92 

S1.0SB 

760 

81 

$ 832 

636 

lli 

$ 491 

572 

381 

$ 565 
4 70 
916 

Bill a nee Sheet 

Total assets 

5 5.620 

$ 5,400 

$4,425 

$4,149 

$ 3,961 

Long term dept 

2.656 

2.299 

1,552 

2.397 

2,391 

Tnlail debt 

2.666 

2 r 445 

2.248 

2,487 

2.509 


Olftur But 3 

Number t>f stores -fa year end 


Company 

7,854 

7.526 

6,435 

6.123 

6.561 

Unccn&alldatQd Ain hates 

1,512 

2.148 

2.0 DO 

1,844 

1,178 

Franchisees 

21.471 

20.724 

19,263 

19,287 

18,414 

Licensees 

2,362 

2,526 

2,791 

3,1$3 

3.409 

System 

33,199 

32,924 

30,489 

30,417 

29.982 

U.S. Company n'ended sanno stare sates growtlv- 


2% 

1ft 

(21* 

4% 

internebonal system sales growln 






Report&El 

14% 

8% 

1ft 

5% 

10% 

Local curreroy^ 

7% 

9% 

m 

8% 

8ft 

Shares outstanding at yesr entf 1 

292 

394 

293 

293 

302 

.Markei price per sham nl year enC' 

$ 33.E4 

$24,12 

$24.62 

$ 16.50 

$ 18.97 


R*C?i yfc&rs 2003, 2002, SOftl nnd 199& -elude 5? sand liaca! year 2DQQ .chjtfcE 53 ^ek&. rV&n May 7 2002. f-scal year 2002 included Lorig Irfan Silyer'E«'LlSl 
and AfiW AJl-Ameiifcftri Foud Ffe&fa manta I'AMVi wtach wwb addhfa wren wb acquired ‘■ibrhalilre Gktf>sl Restauranrs, Inc. Fi^c-D-! ydar 2002 Includes i;ho impact at Lhe &:1tf|ii >n«- 
□f 5r.eterftfrfis nr Financial Areuunfing, Standards r i No, 142, 'Oacdwill and Qi.hi* Intahfijblff Assets' C5FAS I42“), See Nate 12 to Consolidated Flmihciol StetementE 
To: farther discussion. This selsded financial tfat& should be fead In conjunction itftth Ine Consollda^ii Finonc:a! StateiTrents a™j the Nates thereto. 

Wt Thp decline In Company sales Ihncugji 2001 ws lately Ine refill of ou f refranchiarf^a ir'iiiiarivcs. 

(b) See Note 7 to (ho OonsolpdBted Financial Statements for e descnplion a t Facility ncri#^ m 2003.2DQ2 and 2001. 

(c| See rtote 24 to the Consoiidasetl Financial Statemertia Tor n description or Wench litigation tn 2DQ3. 

(d) See Notn 7 Id the GansiMfaW.«3 Financial Slasernents tor a descnjrtuxi or AmartSarue and other ctinrgffg (credits) in 2003. 2002 and 2001. 
fe) FaiCftJ yeair 2003 Includes the impact or die odooUon of SPAS Np, I43j ’ Accounting fat Asset Ratlramant Otsllgal Kins' -“.'SFAS 143"). See Note 2 to che Consolidated 
Financial SUH^rnents far further discussion. 

19 Per &-iwfr ana share amounts haws oeen to- rennet the two lor nr>e stoex split diEinbyi^d m June 17, 2002. 

ig) U.5. Company fetend#d same-store sales QKMto includas tfw results of Compaq PwrtW MFC. Pizza Writ and T&cn ELe-M rcslaurants tnat neve been open ono year or more. LfS 
and A&W ai£ not Inducted. 

Ih) International sy&tem safai Incimtes the results {rf m intemstiQnnl j^stauranls legardtes^ of ownership. including D^npsny owned, franchise, uncortsofidyrcd affltiate 
and license lesinuTanls Sa eh of franth^. uneOnsDlitfaJed ahliiate and llctna* fEStflurantB j^ene^le iiancniise nnd license fees Tor the CompahK (typIraBy at a rate or 4ft 
to 6ft or ^a?c5l. Franchise unconsolidated affiliate arid license restaurant &aJes an? nol included in Company sates ^e presenr on inr Consolidated Statemants OF Income: 
hftwran the fee* nre me faded in rhe Com petty r t i^-cnuos 
<i!- Local currency * pnor to ftyety.'* currency cnn^ralon Id U.S. Jul .i^s 



































Board of Directors 


Senior Officers 


David C. Novak si 

Chairman, Chief Executive: Officer and President. 

Yum! Brands, Inc. 

And rail E, Pears&n 

Founding Chairman, Yum! Brands, Inc. 

James Dimon 19 

Chairman and Chief Executive Officer. Bank One Corporation 

Massimo Ferragamo 4e 

President and Vice Chairman. Ferragamo USA. Inc., 
a subsiaiary of Salvatore Ferragamn it a ha 

J, David Grissom 65 

Chairman, Mayfair Capital, Inc., a private investment firm 

Bonnie G. Hill 62 

Chairman and President, EL Hill Enterprises, LLC 

Robert Holland. Jr. 63 

Former owner and Chief Executive Officer. 

Workplace Integrators. Michigan's largest 
St eel case office furniture dealer 

Sidney Kohl 73 

Former Chairman, Kohl's Supermarkets. 

Founder. Kohl's Department Stores 

Kenneth tangone 67 

Founder, Chairman of the Board and Chief Executive Officer, 
invented Associates, LLC, an Investment banking firm. 
Founder, Home Depot Inc. 

Thomas Ryan 51 

Chairman. President and Chief Executive Officer of 
CVS Corporation and CVS Pharmacy, Inc. 

Jaokta Trujillo ss 

Chairman of the Board, Harman Management Corporation 

Robert J, Ulrich .o 

Chairman and Chief Executive Officer. Target Corporation 
and Target Stores 


David C. Novak =* 

C ha* man. Chief Executive Officer and President, 

Yu ml Brands. Inc. 

Peter A. Bass! 54 

Chairman, Yum? Restaurants international 

Jonathan D, Blum 45 

Senior Vice President, Public Affairs, Yu ml Brands, Inc. 

Emil J. SroElck 56 

Per- nnnt Ch:i Coritsi 0 11 i :er " i l ' \ A. 

Jared E. Buss si 

Chi at Operating Officer, pizza. Hut, U.5.A, 

Anne P. Byerleln 45 

Chief People Officer. Yum! Brands, Inc. 

Christian L. Campbell sj 

Senior Vice President, General Counsel, Secretary and 
Chief Franchise Policy Officer, Yum! Brands, Inc, 

Steven A. Davis -5 

President and Chief Executive Officer, Long John Silver's. Inc. and 
Chief Executive Officer. A&W Restaurants, Inc. 

Gregg R. Dedrick 44 

President and Chief Concept Officer, KFC. U..S.A. 

David J. Dent* 4& 

Chief Financial Officer. Yuml Brands, Inc. 

Peter R. Hear! 5? 

President and Chief Concept Officer, Pizza Hut, L.S.A. 

Robert C. Kreidlor jg 

Senior Vice President. Mergers and Acquisitions 
and Treasurer. Yum! Brands, Inc, 

AySwlrt B, Lewis 49 

President, Cffi.et Multibranding and 
Operating Officer Yum! Brands. Inc. 

Toity IV!astropaolo -0 

Chief Operating Officer, KFC r U.5.A. 

Gregory N. Moore 54 

Senior Vice President arid Controller. Yum! Brands, Inc. 

Charles £. Rawley r Hi 53 

Ctvjef Development Officer Yum I Brands, Inc. 


Rob Savage 

Chief Operating Officer, Taco Bell, U.S.A 


Yum! Brandi; lag, 79 . 

Shareholder Information 


Annual Meeting The Annual Meeting of Shareholders will be 
he;d at Vurnf Brands' headquarters, Louisville. Kentucky, at 
9:00 a.m. (EDI), Thursday, May 20, 2004. Proxies for the 
meeting will be solicited by an Independent proxy solicitor. 
This Annual Report is not part of the proxy solicitation, 

INQUIRIES REGARDING YOUR YM\ HOLDINGS 
Registered Shareholders (those who hold YUM shares 
In their own names) should address communications 
concerning statements, address.changes* lost certificates 
and other administrative matters to: 

American Stock Transfer & Trust Company 

59 Maiden Lane 

Plezs Level 

New York, MY 10038 

Pihone: 1988)439-4986 

www.amsSock ,co m 

or 

Shareholder Coordinator 
Yu mi Brands, Inc. 

1441 Gardiner Lane, Lauievtlle, KV 40213 
Phone: (888} 228-69S6 
E-mail: yu m. Investor^yum.com 

In all corrospondence or phone inquires, please provide your 
name, your Social Security Number, pod your YUM account 
number if you know it. 

Registered Shareholders can access their accounts and 
complete the following functions online at the Web site of 
American Stock Transfer & Trust ("AST"). 

• Access account balance and other general account 
information 

• Change an account’s mailing address 

• View a detailed list of holdings represented by cenih 
cates and :he identifying certificate numbers 

• Request a certificate for shares held by AST 

• Replace a lost or stolen certificate 

• Retrieve a duplicate Form 1099 B 

w Purchase shares of YUM through the Company’s direct 
stock pure hose plan 

• Sell shares held by AST 


Access accounts online at the following URL. 
https^Z/secure . a ms took, c om/Shareh older/sh login, asp. 
Your account ■lumber and Socml Security Number are 
required. If you do not know your account number, please 
cal; AST at (S88) 439 4986 or YUM Shareholder Coordinator 
at (388) 298-698S, You may also request a Personal 
Identification Number (PIN) to access your account at 
the same URL. For security purposes, PINs are mailed to 
shareholders. 

Beneficial Shareholders {those who ho id YUM shares in the 
name of a bank or broken should direct communications on 
all administrative m a iters to their stockbroker, 

YUMBUCKS and Sham Power Participants (employees with 
YUMBUCKS options or SharePower options) should address 
all questions regarding your account, outstanding options 
or shares received through option exercises to: 

Merri 11 Lyric h/ SharePower 
Stock Option Plan Services 
P.O. Bon 30446 

New Brunswick, NJ 0698.9-0440 

Phone: {3005637-2432 {U.SA, Puerto Rico and Canada) 

{7325 560 9444 {all dUillt ideations] 

In all correspondence, please provide your account number 
(for U.5. citizens* this is your Social Security Number), 
your address, your telephone number and mention either 
YUMBUCKS or SharePower. For telephone inquiries, please 
have a copy of your most recent statement available. 

Employee Benefit Plan Participants 


Direct Stock Purchase Program.{838)439-4986 

YUM 401(k) Plan .*.{833}878-4015 


YUM Savings Center.(617)847-1013 (outside U.S.) 

P.O. Box 1389 
Boston, MA 021044389 

Please have a copy of your most recent statement avail-able 
when calling. Press *0 for a customer service representa¬ 
tive and give the representative the name of the plan. 





ao. 

Shareholder Services 


Direct Stock Purchase Plan A prospectus and a brochure 
explaining this convenient plan are avn lab e from our 
transfer agent : 

Amen can Stock Transfer & Trust Company 

P.0. B-dx922 

Wall Street Station 

New York r^Y 1026SHD56Q 

Attn: DRIP Dapt 

Phone: (SSS)4394@a6 

Low-Cost Investment Plan. Investors may purchase their 
initial shares of stock through NAIC's Low-Cost Investment 
Plan. For details contact: 

Nations! Association or Investors Corporation (NAIC) 

711 west 1 hi r teen Mile Road 
Madison Halg-'its, Ml 48071 
Phone: (&77JASWJAIC .,275 6242) 
vmv. bettei , -lrrvesti ng.org 

Financial and Other Information Earnings and other 
financial results, corporate news, corporate governance 
information and other company information are available 
on Yum I Brands' Web site: www.yum.corn 

Copies of Yum I Brands SEC Forms S-K, 10-K and 
10-Q and quarterly earnings releases are available 
free of charge. Contact Yunnf Brands' Shareholder 
Relations at (888) 2YUMYUM (293-6936) or e-mail 
y u m . investortPyu m , com 

Securities analysts, portfolio managers, representa¬ 
tives of financial institutions and other Individuals with 
questions regarding Yumf Brands' performance are invited 
to contact: 

Fim Je^zyk 

Vice President, investor Relations 
Yum? ftrand^, Inc. 

1441 Oardiucr Lane 
Louisville, KY 40213 
Phone: {888)293-6986 

Independent Auditors 

KPMG LLP 

400 West Market Street, Suite 2600 
LOUhSvIlle, KY 40202 
Phone: 1502)587 0535 


CAPITAL STOCK INFORMATION 
Stock Trading Symbol— YUM 

The Mew York Stock Exchange is the principal market for 
YUM Common Stock. 

Shareholders At year-end 2003, YUM! Brands had approxi¬ 
mately 102,000 registered shareholders of record of YUM 
common stock. 

Dividend Policy Yu ml Brands does not currently pay divi- 
dends. 

FRANCHISE INQUIRIES 

Domestic Franchising Inquiry Phone Line 

(S66)2YUMYUM (298-6986) 

International Franchising Inquiry Phone Line 

{972)338-81 00 ext. 4480 

Online Franchise Information 

http://w w w.yu m .co m /fra nchisi ng/ i n fo .h tm 

Yum! Brands' Annual Report com. sins many ._v the valuable trademarks 
owned and used by Yum r Srsncls and subsidlariesand affiliates in the 
United States and worldwide. 

Pnnied on recycled pap^r. 



At Yum! Brands, we believe that the power of giving bock to the community is making a differ¬ 
ence in the lives of our customers and their families. While we commit ourselves to making a 
difference by financially supporting hundreds and hundreds of chanties across the globe, our 
efforts are primarily focused on nourishing the bodies, minds ami souls of children in need. We 
do this through programs dedicated to hunger relief, daycare subsidies, reading incentives and 
mentoring at-risk teens. From Europe to Asia to South America, we're committed to improving 
the lives of the customers we serve. 



HARVEST 


Here's a brief snapshot of the work that is underway: 

Nourishing Bodies: Yum! Harvest fn America alone, one in ten children under the ege of rive runs 
the risk of going to bed hungry every night. One in ten. So we decided to do something abou" this 
and have created the world's largest prepared food recovery program. Wo now donate millions :«i 
pounds of prepared food to the hungry. Food that has nutritional value and will provide nour sn 
merit to those most m need, the underprivileged. 



Nourishing Young Mirtlls: Pizza Hut's Book It! For nearly 20 years. Pizza Hut has provided an 
Incentive for elementary aged children co learn to read. More them 22 rn limn students a year, h 
900.000 classrooms, participate In Book It! The program is relied on year after year by teachers 
in 50,000 schools— nearly 70% of the nation's elementary schools—so that young minds are 
nourished with books. 

Nourishing Souls; MFC's Colonel's Kiris With more and more double-income and single-parent 
households, finding safe, affordable high-quality .■ become an increasing burden 

That's why KFC established the Colonel's Kids Charity. Today, we help fund extended-hour and 
infant/toddler child cate programs across the country for the millions of people who- work "after 
hours" or -on weekends. S npe ; ;.)OD P more tnan S3 million has boor ^warcied :u WICA Chile ■" • 
Centers nationwide. 



TaCO Belt's TEE N Sup re Fire Thro j£h a un iue nurh -m •: >n wmi M - B: •, Gir ", ■ Inivl ■ 

taco Bell- has established a mentoring program for at. risk teens, offering r- safe haven and recre¬ 
ational activities to keep kids off the street. To date, over $13 million has beep donated to The 
Boys & Girls Clubs for TEENSupreme programming. 









\± 


YUM! BRANDS 2003 ANNUAL CUSTOMER MANIA REPORT 



L°NC 3 AhN 




, 

B 
























